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For Busy People — a made-to-order 
investment program 


All across Canada lawyers, 
doctors, businessmen and 
other busy people are finding 
that Investors Mutual is the 
best investment for them! 


Through Investors Mutual you can become part- 
owner of more than 100 diversified securities 
offering reasonable dividend income and the pos- 
sibility of excellent capital gain. 


And professional management by skilled 
aes specialists gives you complete freedom 
‘ from the worries and responsibilities that 

usually go with investing. 


Here are 4 other ways Investors can 
help you in money management 


For long-term capital gain through a 
portfolio concentrated in common stocks, 
INVESTORS GROWTH FUND 
is recommended. 


For building a cash reserve—INVES- 
TORS SYNDICATE Certificates provide 
a systematic method of accumulating 
guaranteed amounts of money over a 
period of years. 

To save you tax dollars on your Retire- 
ment Plan— Investors offers three types 
of tax-deductible Registered Retirement 
plans: (1) fixed-interest; (2) equity; 
(3) combined fixed-interest and equity. 
Low-cost Group Pension Plans. With 
Investors Trust Company, INVESTORS 
SYNDICATE offers complete facilities for 
the installation, administraticn and invest- 
ment management of low-cost, Trusteed 
Group Pension Plans. 


See you Investors Syndicate representative, 
“YOUR BEST FRIEND FINANCIALLY.’ 


Investors x Investors 
growth fund up mutual 
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ATEVER YOU DO THERES ONE FOR YOU 


Speedy, quiet and so simple to operate! These truly modern 
adding machines—the most complete line of adding machines 
anywhere—make a Burroughs your wisest buying choice, 
whether it’s a ten key, a full keyboard, or a thrifty hand- 
operated model. 


Accuracy and dependability are yours, too, plus shadow- 
touch keyboard, self-repeating multiplication key, and—in the 
electric models—instant credit balances. Wide choice of taste- 
ful colors; a wide range of capacities in all models. 


For a free demonstration just phone our nearest branch or 
dealer. Burroughs Adding Machine of Canada, Limited. 
Factory at Windsor, Ontario. 


Burroughs—TM 


Burroughs adding machines 
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We can help you keep your short term 
funds working. Call us for information on: 


V Treasury Bills 

V Government Bonds 

V Notes of Finance Companies 
V Notes of Leading Corporations 


@ Company Treasurers— 


McLEop, YounG, WEIR & COMPANY 


LIMITED 


50 King Street West 276 St. James Street West 
Toronto Montreal 
EMpire 4-0161 Victor 5-4261 


Ottawa Winnipeg London Vancouver Hamilton Calgary 
Kitchener Quebec Sherbrooke Windsor Edmonton New York 








QUICK PICTURE: 


You will find, in our Com- on trade, industry and finance, 
mercial Letter, a quick but ac- authoritative articles on special 
curate survey of current com- aspects of Canada’s economy, 
mercial activities in Canada, a Your local manager will gladly 
concise review of foreign trade lace your name on our mail- 
developments, the latest statistics ing list, or just write to: 


THE CANADIAN BANK OF COMMERCE 
HEAD OFFICE e TORONTO 8-757 
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A. J. STONE, LL.M. (page 392) 


A problem that puzzles practising 
accountants from time to time con- 
cerns their privilege as a witness and 
their rights in connection with the 
working papers prepared by them in 
the course of their work. This is, 
in fact, a matter of fundamental im- 
portance, and in “The Accountant and 
His Privilege as a Witness”, Arthur 
J. Stone reviews the position of the 
accountant in court and, more par- 
ticularly, concerns himself with the 
question of whether confidential 
communications to and the working 
papers of the accountant have to be 
disclosed or whether they are privil- 


eged. He also examines the general 
legal background and describes the 
development of the law as it relates 
to confidential communications made 


to a solicitor. The author’s article 
involves a considerable amount of 
research, and practising accountants 
and others should find this discussion 
most helpful. 


Mr. Stone, who is a member of the 
Nova Scotia and Ontario Bars, is as- 
sociated with the legal firm of Wright 
& McTaggart, Toronto. He graduat- 
ed in law from Dalhousie University 
in 1955 and subsequently obtained his 
Master of Laws degree at the Har- 
vard Law School. 


R. D. ARMSTRONG, F.C.A. (page 400) 


One of the major considerations in 
maintaining the success of any manu- 
facturing company is that of keeping 
a continual check on the process sta- 


tus of each important job to ensure 
that the cost does not exceed the esti- 
mate and that delivery promises can 
be met. The organization structure 
is seldom so effective that plans can 
be carried out perfectly and in his 
article “Management Controls”, Rob- 
ert D. Armstrong outlines one import- 
ant means to this end: a simple, 
flexible control system to guarantee 
maximum coordination and effective 
performance. 

The author is executive vice-presi- 
dent, Chrysler Corporation of Can- 
ada Limited and formerly vice-presi- 
dent — accounting and finance — Can- 
adian National Railways. A member 
of the Institute of Chartered Account- 
ants of Ontario, he was elected a Fel- 
low of the Institute in 1956. He is 
on the Advisory Council, School of 
Commerce, Queen’s University and a 
member of the Investment Committee 
of the Board of Trustees. 


D. B. WATSON (page 405) 

The ever-increasing amount of 
money spent by business on paper 
work has resulted in management’s 
growing alertness to the need of elim- 
inating every conceivable waste in 
paper methods. “Everyone today is 
beginning to wake up to the tremend- 
ous impact that office costs are hav- 
ing on profit”, writes David B. Wat- 
son in “Work Simplification in the 
Office”, “and management is looking 
to the comptroller, office manager and 
the auditor to make some intelligent 
suggestions about it”. The author, 
who specializes in organization and 
office methods, is a director of Woods, 
Gordon & Company, Toronto, and 
draws upon a broad background of 
consulting experience in business 
management and office mechaniza- 
tion. He has lectured at the Uni- 
versities of Toronto, Western Ontario, 
McMaster and McGill and spoken to 


Continued on page 37: 
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aa hite, dry, ay to read! 
Verifax copies look and feel like letterheads 


When you compare office copiers, one of Verifax copies are the ones you are 

the most important points to check is the _ proud to send out! (5 copies at a time 
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DOES MORE... COSTS LESS 
MISSES NOTHING 





WHY LET CREDIT 
LOSSES EAT UP 
HARD-WON PROFITS? 


The risk of bad debts . . . of credit 
losses . . . worries about slow pay- 
ments . . . difficult credit decisions— 
these are problems that many of your 
clients face every day. 

They are unprofitable problems, be- 
cause they consume valuable manage- 
ment time and energy; they are gen- 
uine worries, because even one credit 
loss today can seriously jeopardize a 
company's position. 

Canadian Factors’ service can free a 
manufacturer completely from such 
risks. At very low cost, we can give 
some of your clients 100% protec- 
tion against credit losses — full as- 
surance of expected profits — com- 
plete relief from credit decisions and 


collection worries. 


HERE’S HOW OUR SERVICE WORKS: 
@ We buy the client’s accounts re- 
ceivable outright — he receives 
cash as soon as the merchandise is 
shipped. 
We guarantee payment 100% 
—once we've bought his accounts, 
the credit risk becomes our worry. 
We free the client from making 
credit decisions — he’s able to 
devote his full time to the profit- 
making aspects of his business. 
We relieve him of the expense 
and trouble of accounts-receivable 
bookkeeping, collection and credit 
departments. 
Perhaps these services could be of 
great help to some of your clients. 
If you'd like to discuss the advantages 
of factoring with them, and you 
want more information for your own 
use, write today for our free booklet: 
“Credit Protection and Receivables 


Financing”. 
A. 


CANADIAN 
FACTORS 
CORPORATION 
LIMITED 


425 Mayor Street, Montreal 
Vi 9-8681 
Established in 1931. 
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many chapters of NOMA, the Society 
of Industrial & Cost Accountants and 
the Controllers Institute of America. 
This paper is a condensed version of 
an address given by Mr. Watson at 
the Institute of Chartered Account- 
ants of Ontario’s annual conference 
at the University of Toronto last June. 


C. L. KING, F.C.A. (page 413) 


In “Valuation of an Accounting 
Practice”, Clem L. King says that there 
is goodwill in a successful account- 
ing practice and that part of such 
goodwill can, under some circum- 
stances, be transferred with a change 
of ownership. On the other hand, 
the client’s reaction to such a change 
cannot always be foreseen. The au- 
thor’s suggestions on some of the con- 
siderations affecting the value of 
goodwill in the sale of a practice and 
the methods whereby it can be meas- 
ured should be of special interest to 
all practising accountants, particu- 
larly smaller practitioners. 

Mr. King is senior partner in the 
Toronto office of Deloitte, Plender, 
Haskins & Sells. From 1946 to 1954 
he was executive secretary and re- 
search director of the Canadian Insti- 
tute of Chartered Accountants and 
in this capacity served on all In- 
tute Committees and contributed nu- 
merous tax and accounting articles to 
to The Canadian Chartered Account- 
ant and other journals. He is a mem- 
ber of the Institutes of Alberta and 
Ontario, and in 1950 was elected a 
Fellow of the Ontario Institute. One 
of his major interests has been the 
Canadian Cancer Society. He was 
treasurer of the Ontario Division for 
several years and in 1958 and 1959 
was elected its president. 


K. LeM. CARTER, F.C.A. (page 418) 
Sales taxation, in its various forms, 
Continued on page 339 





Blocks of Shares 


The term “blocks”, as customarily used in stock trans- 
actions, refers to substantial amounts of common or 
preferred stock, generally of 1,000 shares or more; or 
to shares in amounts, in terms of money value, that 
cannot always be readily bought or sold on the stock 
exchanges without undue disturbance to quoted values. 


Having specialized in the purchase and distribution 
of new equity issues and in dealing in equity blocks 
for over 40 years, this organization is equipped through 
its experience and connections here and abroad to 
find markets for such blocks. 


This service is available to and is constantly used by 
insurance companies, investment companies, banks, 
executors, private investors and other dealers. 


Your enquiries are invited 


Greenshields & Co 


Limited 


Members: Montreal & Toronto Stock Exchanges 


HEAD OFFICE—507 PLACE D’ARMES, MONTREAL lI, P.Q. 





Continued from page 378 
is one of the mainstays of the tax sys- 
‘tems of most countries in the world 
today. Yet, unlike income tax, it has 
received relatively little attention in 
literature, and tax practitioners in the 
legal and accounting professions 
often have only a limited knowledge 
about it. For this reason, Kenneth 
LeMesurier Carter’s article “Federal 
Sales Tax in Canada” should pro- 
IVALOHET OR PAWTAT NAL voke a good deal of*interest. It may 
se ethene: oe Peg: not be generally recognized that 
fF iy ul world authorities on the subject place 
the manufacturers’ sales taxes of Can- 
ada high on the list of successful tax 
ROR R LO structures presently in operation. The 
aL a author has been interested in sales 
been eee taxation for a considerable time, but 
Tele T-l-L ect) ial? a Soe lal ha) tel . * 
more particularly since the govern- 
“a ment asked him to serve on a Sales 
way to convert their tied-up capital into Tax Committee in 1956 to review the 
hur Rb. Act and certain procedures connected 
with it. An 8-month study took him 
to England, Australia and the United 
States. 

Mr. Carter is a partner of McDon- 
ald, Currie & Company, a past presi- 
dent of the Institute of Chartered Ac- 
countants of Ontario and a former 
chairman of the Canadian Tax Foun- 
dation, Board of Governors. He was 
elected a Fellow of the Ontario In- 
stitute in 1944, Active in welfare 
work for many years, he is treasurer 
of the United Fund of Greater Tor- 
onto and chairman of the Executive 


Committee, Canadian Welfare Coun- 
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PHONE OR WRITE 
KERR GIBSON, C.A. (page 423) 
The initial choice of a company’s 
fiscal year-end and in particular a 
decision to change a fiscal period may 
involve a rumber of important tax 
consequences, says Kerr Gibson in 
AETNA FACTORS “Tax Significance of the Fiscal 
CORPORATION ULIMITE-D Period”. In his discussion on the sub- 


ject, the author makes a thorough in- 
vestigation of all the tax considera- 
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commercial credit insurance covers 
the invoice price of merchandise shipped 


When shipment is made—title passes to the purchaser. In place of the 
product there is now an account receivable. It is sound for your clients 
to insure while they own the product . . . equally sound to insure when 
their customer owns the product, and owes them for it. American Credit 
Insurance, by protecting accounts receivable, plays a major role in good 
management ... makes a basic contribution to financial security and 
sales progress. 


SEND FOR BOOKLET on the many advan- 
tages of modern credit insurance. Write AMERICAN 
Crepir INDEMNITY CoMPANY of New York... 
Dept. 46, Montreal, Quebec, Sherbrooke 
Toronto, Hamilton, Woodstock or Vancouver. 


Protect your Investment in accounts receivable 


American 
Credit Insurance 


ANY ACCOUNT...NO MATTER HOW GOOD...IS BETTER WITH ACI. 
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Duplicator Supplies at all G & T Stores. 


CHARTERED ACCOUNTANT 


TODAY'S BETTER 
DUPLICATORS 


DO SO MUCH MORE 


PAPER WORK 


FOR LESS MONEY 


How? Let us demonstrate 
that you can cut hours of 
typing each week with a 
modern spirit or stencil 
duplicator. Call or visit— 


DUPLICATOR DEPT. — 


' © ® Wellington St. W.-EM 4.6481 


OFFICE SUPPLIES © PRINTING 
BUSINESS FURNITURE 


THE CANADIAN 


Yearly subscription $6.00 


Three-year subscription $15.00 


“A single article has often been 
worth many times the price of 


a subscription” 


69 Bloor Street East 
Toronto 5, Ontario 
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tions which need to be emphasized, 
and their advantages and disadvan- 
tages. He examines the relationship of 
a change in year-end to undistributed 
income, carry-over of business losses, 
instalment payments and provincial 
taxes. 

Mr. Gibson is a partner in the Tor- 
onto offices of Clarkson, Gordon & 
Company. He is a member of the In- 
stitute of Chartered Accountants of 
Ontario and has served on the Taxa- 
tion Committees of that Institute and 
of the Toronto Board of Trade. 


EDITORIAL (page 389) 


“The Problem of Recruitment” was 
discussed in September at the 57th 
annual meeting of the Canadian 
Institute of Chartered Accountants, 
and this month’s lead editorial by 
William I. Hetherington, F.C.A. 
brings the subject sharply into focus. 
Mere numbers are no longer the 
main issue. Up to now, the role of 
accounting in our society has been 
undersold and emphasis for the fu- 
ture should be on educating the pub- 
lic fully as to the advantages of the 
profession and the breadth of the 
opportunities it affords. 

Mr. Hetherington is a partner of 
Gunn, Roberts & Company, Toronto, 
and a past president of the Institute 
of Chartered Accountants of Ontario. 
He was elected a Fellow of the Insti- 
tute in 1950. 

A second editorial by Howard 
I. Ross, C.A. draws attention to the 
3rd edition of “Financial Reporting in 
Canada” which will be available later 
this month. As chairman of the Can- 
adian Institute’s Committee on Ac- 
counting and Auditing Research, Mr. 
Ross has a special interest in this 
project. The new 1959 edition con- 
tinues and updates the survey of data 
appearing in Canadian annual reports 
since 1955. 
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Canada's First Sank 
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WORKING WITH CANADIANS IN EVERY WALK OF LIFE SINCE 1817 


THE IDEAL FOLDER FOR WORKING PAPERS 
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COMBINE ECONOMY WITH SO MUCH 


: Papers held in place firmly by 
SECURITY ACCO FASTENER. 


: . & 2” standard . . . greater 
CAPACITY éneet 
- Made of genuine PRESSBOARD, 
DURABILITY: = and smoothest of cover 
Commonly serves for 10 
youn or more! 


x Full range available. Special 
SIZES: folders to order. 


IDEAL FOR: Client’s Folders, Analyses, Re- 
ports, Financial Statements. 


ASK YOUR STATIONER 
or, for full information, write today to 


ACCO CANADIAN CO. LTD. 


109 BERMONDSEY RD. TORONTO 16, ONT. 
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Resignation of Executive Secretary 
Members attending the annual gen- 
eral meeting of the Canadian Institute 
of Chartered Accountants held in 
September in Vancouver heard with 
regret of the resignation as executive 
secretary of E. Michael Howarth 
who has held the position for the past 
five years. Mr. Howarth leaves the In- 
stitute at the end of the year to take 
the position of Secretary of the Feder- 
al Council of Sales Finance Com- 
panies with headquarters in Toronto. 


C.I.C.A. President Visits East 


J. G. Duncan, president of the Can- 
adian Institute, will attend the At- 


lantic Provinces Regional Conference 
in Moncton on November 9 and 10 
and will be the guest speaker at a 
dinner on November 9. He will be 
accompanied by E. Michael Howarth. 


C.1.C.A. Examination Prizes 

The Council of the Canadian Insti- 
tute have announced that the follow- 
ing prizes will be awarded to top- 
ranking candidates in the 1959 uni- 
form examinations: 
Final 

The candidate obtaining the high- 
est aggregate marks will receive the 
Governor-General’s medal and a trip 
to the 1960 annual conference, the 
Edmond Gunn Prize of $100 and the 
Founders’ Prize of $100. The second 
highest candidate will win the 
C.1.C.A. silver medal and the Ed- 
mond Gunn Prize of $100. The third 
will be awarded the Founders’ Prize 
of $100, and the fourth a C.I.C.A. 
Prize of $50. 


Intermediate 

The candidate ranking first will re- 
ceive the C.I.C.A. silver medal, the 
Founders’ Prize of $100 and the 
C.1.C.A. Prize of $50. The Founders’ 
Prize of $100 will be awarded to the 
second highest candidate. 


Alberta Institute 

John E. Hamlin, C.A. has been ap- 
pointed executive secretary of the In- 
stitute of Chartered Accountants of 
Alberta. He succeeds A. D. Mc 
Tavish, C.A. Mr. Hamlin was admit- 
ted originally to the Manitoba In- 
stitute in 1935 and became a mem- 
ber of the Alberta Institute in 1950. 
He was formerly with Western Ply- 
wood (Alberta) Ltd. in Edmonton. 
The offices of the Institute will con- 
tinue to be located at 10010-102 St.. 
Edmonton. 


Winter Employment Campaign 

The following is an extract of an 
appeal from the National Employ- 
ment Service concerning its 1959-60 
winter employment campaign: 

“Seasonal employment in Canada 
is a problem meriting serious consid- 
eration. There is a great deal we can 
do about it as we resist the tempta- 
tion to sweep the problem under the 
community carpet. Some companies 
have found that where future require- 
ments can be estimated with reason- 
able accuracy, a fairly level produc- 
tion program based on a year’s antici- 
pated sales can be undertaken. When 
new plants or extension to existing 
ones are to be constructed, this work 


Continued on page 336 
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YOUR knowledge can SAVE 


when 
%* Deferred Compensation For Top Executives 
%* Partnership and Company Insurance 
% Key-Man Insurance 
* Estate Planning 


is being considered 


Where large sums are to be secured by 
Life Insurance Policies 


Cost IS Important! 


Comparison of our premiums and values with those of 
ANY other company will convince you that 


OUR NEW PREMIUM RATES AND VALUES 
ARE OUTSTANDING 


You may obtain this information from 


1. A life representative of our Company, 


2. A general insurance agent representing our Com- 
pany for life business, 


3. The Life Administration Office, 88 University 
Avenue, Toronto, Ont. 


or you may ask your own life agent to obtain a quotation for you. 


ASSURANCE CORPORATION LIMITED 


A Company of The Northern Assurance Group 
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can be planned so that much of it can 
be carried on in the winter months. 
Ten years ago, very few building con- 
tractors would dare to carry on cer- 
tain types of work during the winter 
months. Concrete, stone and _ brick 
work was considered to be strictly 
warm weather activity. Now this 
type of construction is being carried 
on every month of the year and 
under all climatic conditions. Your 
company may have been considering 
a complete or partial physical re-or- 
ganization of the premises, or a large 
maintenance job may be in mind. 
These and other projects that may 
occur to you can be done in the 
winter, often by your own workers 
who are normally laid off at that time, 
or by employing outside help. If you 
decide to hire additional help whether 
it is for a day, week or longer, may 
we suggest that you contact the Na- 
tional Employment Service—it is as 
close as your telephone.” 


National Accounts 

Canada’s gross national product 
was at a seasonally adjusted annual 
rate of $34.7 billion in the second 
quarter this year, up 2% over the first- 
quarter level. The increase was due 
largely to an increase in the physical 
volume of goods, final product prices 
being only fractionally higher. 


R. Warner Ring Foundation 


The memory of R. Warner Ring, a 
vice-president of the American In- 
titute of Certified Public Accountants, 
who was killed in an automobile ac- 
cident in June 1958, has been honour- 
ed by the establishment of a Founda- 
tion in his name under the sponsorship 
of the Florida Institute of Certified 
Public Accountants. The purpose of 
the Foundation is the promotion of 
programs and projects in Florida for 


the betterment of accountancy educa- 
tion. 


Travel 

Expenditures by Canadians on 
travel to other countries reached an 
estimated $542,000,000 last year, some 
$17,000,000 more than in 1957, while 
expenditures of visitors to Canada 
from other countries declined by 
$14,000,000 to an estimated $349,000,- 
000. Spending of U.S. residents travel- 
ling in Canada fell about $16,000,000, 
but overseas visitors offset this slight- 
ly by spending $2,000,000 more than 
in 1958. 


In the News 

R. B. Dare-Harris, F.C.A. (Ont.), 
has been appointed to represent the 
Province of Ontario on the Board of 
Governors of Toronto Western Hos- 
pital, 

A. P. Garpner, C.A. (B.C.), has 


been appointed to the Vancouver Ad- 
visory Committee of the Mercantile 
Bank of Canada. 


G. F. McCrary, C.A, (Alta.), 
served for a second year as campaign 
chairman of the 1959 Community 
Chest of Edmonton. 


CURRENCY EXCHANGE RATES 
The following nominal rates of exchange 
are supplied by The Canadian Bank of 
Commerce, International Department, Head 
Office, Toronto, as at 4 p.m., September 
80, 1959: 


Australia (Pound) 2.13%; Belgium 
(Franc) .0191; Denmark (Kroner) .1385; 
France (Franc) .00194; Germany (D. 
Mark) .2275; India (Rupee) .2000; Italy 
(Lira) .00155; Mexico (Peso) .0762; Nether- 
lands (Guilder) .2520; New Zealand 
(Pound) 2.65%; Norway (Kroner) .1335; 
Sweden (Kronor) .1840; Switzerland 
(Franc) .2200; Union of South Africa 
(Pound) 2.66%; sterling in Canada 2.65%- 
2.66%; sterling in New York 2.80-2.80%; 
U.S. dollars in Canada 5%-5% discount. 
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features of Diehl Supermatic Calculators. Here are the facts:— Diehl cuts out casting, 
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SUPERMATIC 
CALCULATORS 


DIEHL CALCULATING MACHINES OF CANADA LTD. 


108 Wellington St. W. TORONTO @ 4444 St. Catherine St. W. MONTREAL 
Telephone EMpire 6-651! Telephone WEllington 7-9358 
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HALIFAX, QUEBEC am nan, TROIS-RIVIERES, OTTAWA, LONDON, FORT WILLIAM, WINNIPEG, 
GINA, SASKATOON, EDMONTON, CALGARY, VANCOUVER 








Saving Time... 


This is the age of speed . . . we find it in travel .. . in new 
manufacturing processes .. . in “paper work”’. . . and in 
a multitude of ways to get things done faster . . . and 
better. In most cases saving time can be an advantage, 
but there are exceptions. One exception is the planning of 
an investment program. Here, too much speed might be 
harmful. To prepare an investment program suited to 


your needs requires careful planning. 


Because each person’s requirements are different, in- 
vestment becomes a personal matter, a matter which 
should only be dealt with carefully and, preferably with 
the help of experienced people. 


Providing investment advice is an important part of 
our business. If you would like us to help you design an 
investment program .. . or to select securities for your 
present program, we may be able to save time for you 
but, more important, we think we can help you do a 


better job. 


Experienced people in each of our offices will be happy 
to discuss your investment problems with you in person, 


or by mail, whichever is more convenient to you. 


A. E. Ames & Co. 
Limited 


Business Established 1889 


TORONTO MONTREAL NEW YORK LONDON, ENG. VANCOUVER 
VICTORIA WINNIPEG CALGARY LONDON HAMILTON OTTAWA 
KITCHENER ST.CATHARINES OWEN SOUND QUEBEC BOSTON, MASS. 

















Editorial 


THE PROBLEM OF RECRUITMENT 
CHARTERED ACCOUNTANTS, due to their training and experience, are 
frequently called upon to advise management in financial matters. 
Yet, in spite of the business world’s high regard for their opinions, 
one characteristic of many accountants is their desire to be as unas- 
suming as possible and, as a consequence, too reticent with regard to 
the details of their profession. 

The young man of today is looking, as was his father before him, 
for challenge and glamour in the profession of his choice. How 
can he be expected to find out that a profession possesses these at- 
tributes unless its own members tell him so? If a career is to appear 
glamorous in the eyes of younger people it must point the way to 
success: social, influential or financial. Not many professions can 
show more examples of such success in recent years than chartered 
accountancy. 

Our members are continually rising to the top in their chosen 
fields of activity. It must be admitted that until recently the number 
of chartered accountants who became presidents of large corpora- 
tions was small. Although they frequently attained the post of treas- 
urer, comptroller, or vice-president, they seldom reached the “num- 
ber one” position. Such is not the case today, and as our membership 
increases and along with it our numbers in industry, this trend is 
bound to continue. Chartered accountants are coming to the fore 
not only in industry, but in finance, education, government service 
and in government itself. In fact, one of the most important features 
of the profession, and one which should hold out the most appeal for 
young men, is that there are so many different directions in which 
they can go after graduating. In many professions the lines of oppor- 
tunity are narrowly drawn, but in chartered accountancy opportuni- 
ties are virtually unlimited. 

The articling of students has sometimes been the subject of criti- 
cism, but the ever-increasing numbers who are taking their places in 
the front ranks of business today are proving that the combination 
of on-the-job training and academic education provides a solid foun- 
dation for future personal growth. There is a rather widely held 
theory today that the young people are unwilling to strive hard and 
conscientiously toward their goal. This is untrue, because they are 
just as anxious to get ahead and as willing to work for success as 
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their parents before them, but because their knowledge may be 
broader, they are perhaps more critical and require more proof that 
their goal ahead is worthwhile. 


Emphasis on the recruitment program for the future should be on 
education, explaining fully the advantages of the profession and the 
breadth of the opportunities it affords. The Canadian Institute of 
Chartered Accountants has recognized this fact and the film “The 
C.A. in Canada” which has recently been produced for the Institute 
stresses this theme. The film is an excellent one and all chartered 
accountants, particularly those in public practice, should endeavour 
to have it shown as widely as possible with the aim of interesting 
promising students in the accounting profession. 


The question has been asked “Is there a recruitment problem?” 
The answer is that, so far as quantity is concerned, the problem is, 
at present, less acute than it has been. However, the need to at- 
tract the very best brains from the ranks of available manpower re- 
mains paramount. 


‘FINANCIAL REPORTING IN CANADA: 3rd EDITION’ 


A THIRD edition of “Financial Reporting in Canada” is to be published 
shortly under the sponsorship of the Committee on Accounting and 
Auditing Research. This new edition is evidence of the encouraging 
fact that previous editions have proved extremely popular. 


The present work follows closely the successful pattern estab- 
lished in the second edition. This is basically an analysis of the actual 
reporting practices of Canadian companies. The heart of the work 
is in the statistical tables, which demonstrate popular trends. Brief 
commentaries accompany each table, to provide background material 
of practices in Canada and elsewhere and to draw attention to certain 
highlights in the trends. As far as possible, the commentaries stick 
to straight factual comments, but it is inevitable that a slight note of 
approbation creeps in occasionally — such as when noting that the 
disparaging term “reserve” was found in 10 instances in 1958 com- 
pared with 13 in the previous year. 


To generalize broadly, the current edition shows good trends. 
Canadian practice appears to move along reasonably well in step with 
American and English practice, although usually several paces to the 
rear of the former. The really striking difference is in the inclusion 
of sales in the financial statements. This surely is a vital piece of 
information for any statement analyst, and it is discouraging to find 
that Canadian trends diverge markedly from the American in this 
respect. Only 85 out of 300 companies disclosed total sales in 1958 
and there has been little improvement over the past four years. The 
disclosure of total sales is virtually universal in the United States — 
and this seems to have been accomplished without the dire results 
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which are sometimes predicted by those who feel that it would be 
dangerous to give this information. 

The research staff of the Canadian Institute of Chartered Ac- 
countants, who are entirely responsible for the current work, deserve 
the heartiest congratulations of the members. 


A NEW EDITOR FOR THE STUDENTS DEPARTMENT 


THE Stupents Department in The Canadian Chartered Accountant 
has been an important feature of the magazine since it first appeared 
in December, 1930. On that occasion, the journal carried an editorial 
which optimistically expected that the department would be of in- 
terest to “probably not less than 500 young men articled to firms of 
practising chartered accountants”. Professor R. G. H. Smails, F.C.A., of 
the School of Commerce and Business Administration at Queen’s 
University, was its first editor, and he was followed in 1947 by Pro- 
fessor J. E. Smyth, F.C.A., also of Queen’s, who is now relinquishing 
the task after 12 years, during which time he has earned the grati- 
tude of thousands of students. With this issue, when the number of 
student subscribers totals nearly 5,000, almost ten times the 1930 fig- 
ure, the department breaks a long and valued association with 
Queen’s University. For the next year, Professor Smyth will be 
studying at the London School of Economics and because of his new 
responsibilities and absence from the country, he requested that he be 
relieved of the editorship. 

Readers will have noticed that last May, the scope of the de- 
partment underwent a considerable change. Examination problems 
and their unofficial solutions were withdrawn from the magazine in 
order that they might be published more speedily as brochures, and 
the available space was devoted to practical articles and items of 
general interest to accounting students. This position will be con- 
tinued and we have been fortunate enough to obtain the services of 
Mr. R. D. Thomas, C.A., to take over the departmental editor’s du- 
ties and carry on the program that his predecessor initiated. He will 
be helped by a panel of experienced practitioners who are vitally 
concerned with the training of students. 

Mr. Thomas is unusually well qualified for the task. He is a 
partner of Riddell, Stead, Graham & Hutchison and director 
of staff training for the firm throughout Canada. He was formerly 
a member of the Faculty of Commerce and Business Adminis- 
tration at the University of British Columbia. He is the author 
of “A Budget Manual for British Columbia Municipalities” and “An 
Introductory Accounting Practice Set” now in use by several Can- 
adian universities. Students and members are invited to support the 
new editor’s efforts by sending him notes or comments on matters 
of all kinds which might be of interest to the department. 












The Accountant and His 
Privilege as a Witness 
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WHEN A SOLICITOR is approached by a 
client seeking legal advice or in con- 
nection with prospective or actual 
litigation, he expects the client to 
make a full disclosure of all facts 
which might bear upon the problem 
requiring solution. It is only after 
all facts have been laid bare that the 
solicitor can apply his professsiona] 
knowledge or training in the solution 
of the problem. Nothing must be 
hidden from the solicitor; all must be 
disclosed. It is the solicitor who is to 
decide, after all facts have been re- 
vealed to him, which facts are rel- 
evant and which need not be con- 
sidered. But it is essential that all 
facts be disclosed if the solicitor is to 
advise his client in a professional 
manner. 

The same is true of an accountant 
who is called upon for his advice or 
services. In the accountant-client re- 
lationship the same type of disclosure 
is required as in the solicitor-client 
relationship. The accountant simply 
cannot put his professional knowl- 
edge and training to work to the best 
advantage of his client unless there 
is a full disclosure of all relevant facts 
by his client. There is a difference in 
degree between the requirement of 
the solicitor for full disclosure and 


that of the accountant, but the differ- 
ence is not critical. On the other 
hand, the accountant does not pre- 
tend to advise on the law as such, as 
does the solicitor, although in many 
instances nowadays a thorough knowl- 
edge of certain branches of the law 
appears necessary for the account- 
ant. This is particularly true in the 
field of income tax. However, it must 
be recognized that an accountant is 
not chiefly engaged in the protection 
of rights and enforcement of duties 
as is the solicitor. Nevertheless, in 
order for the accountant to perform 
his particular function, the require- 
ment of full disclosure on the part of 
the client is essential. 

Although it will be seen that the 
solicitor-client relationship and the 
accountant-client relationship, with 
regard to the requirement for full dis- 
closure of all facts, are very similar, 
the legal incidents flowing from these 
two relationships are not the same. 
In this paper we are concerned only 
with the position of an accountant as 
a witness in a court of law, and 
more particularly with the questions 
whether confidential communications 
to and the working papers of the 
accountant have to be disclosed by 
the accountant or whether they are 
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privileged. The answer to these ques- 
tions can be given very shortly. The 
accountant will, however, be interest- 
ed in the general background and in 
the development of the law as it re- 
lates to confidential communications 
made to a solicitor. 


Communications to Solicitor 

For more than three centuries it 
has been recognized as a fundamental 
maxim of our system of law that the 
public has a right to every man’s 
evidence. The principle was express- 
ed most clearly by Mr. Justice Willes, 
an English judge, in 1861 as follows: 

“Every person in the Kingdom, ex- 
cept the sovereign, may be called 
upon and is bound to give evidence, 
to the best of his knowledge, upon 
any question of fact material and 
relevant to an issue tried in any of 
the Queen’s Courts, unless he can 
show some exception in his favour.”! 
Thirty-four years earlier, in 1827, the 
well-known writer and analyst, Ben- 
tham, stated the principle in perhaps 
more homely language: 

“Upon the business of other 
people’s, everybody is obliged to at- 
tend, and nobody complains of it. 
Were the Prince of Wales, the Arch- 
bishop of Canterbury and the Lord 
High Chancellor to be passing by in 
the same coach while a_ chimney- 
sweeper and a barrow-woman were 
in a dispute about a halfpennyworth 
of apples, and the chimney-sweeper 
or the barrow-woman were to think 
it proper to call upon them for their 
evidence, could they refuse it? No, 
most certainly.”? 


1Ex Parte Fernandez (1861) 10 C.B. 
(N.S.) 3 at p. 39. 

2 Bentham, (1827), Draft for a Judicial 
Establishment. (Works Bowring’s, 4th 
ed. at p. 820). 
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The general rule is the same today 
as it was three centuries ago. How- 
ever, it will be noticed, from the 
statement of Mr. Justice Willes, that 
every person is obliged to give evi- 
dence “unless he can show some ex- 
ception in his favour”. At this point, 
we are concerned only with the ex- 
ception rather than with the rule, for 
the solicitor-client relationship falls 
within the exception. It is now firmly 
established in our law that con- 
fidential communications, which have 
passed at any time between a client 
and his legal adviser in his profession- 
al capacity, notes and other records 
of such communications and all in- 
formation required for the purpose of 
obtaining legal advice are privileged; 
and where litigation is contemplated 
or has begun, the area of protection 
is even broader, for under those cir- 
cumstances, all such communications, 
information, notes and records, made 
or procured with a view to such 
litigation, including instructions to 
the solicitor, reports, evidence, brief, 
etc. prepared on behalf of the client 
are all within the privilege and can- 
not be disclosed by the solicitor.* 


It is likewise firmly settled that 
the privilege belongs to the client, 
not to the solicitor, and, accordingly, 





3 Ankin v. L.N.E. Rly. Co., [1930] 1 K.B. 
527 (C.A.); 
Feverheed v. L.G.O.C., [1918] 2 K.B. 
565 (C.A.); 
Wheeler v. 
Ch.D. 675; 


Southwork & etc. Co. v. Quick, [1878] 
3 Q.B.D. 315; 

Anderson v. Bank of British Columbia, 
[1876] 2 Ch.D. 644; 

Minet v. Morgan, [1874] 8 Ch.D. 644; 
Greenough v. Gaskell, (1833) 1 My. 
& K. 98 at p. 115. 


LeMarchant, [1881] 17 
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the client is free to waive the pro- 
tection.* 


Confidential Communications to 
Accountant 


We now turn to confidential com- 
munications made by a client to an 
accountant. The accountant will at 
once ask whether he is obliged to dis- 
close in a court of law any such com- 
munications. The short answer is 
yes. There is no privilege. It was 
at an early date decided by our courts 
that “the privilege is confined to cases 


? 5 


of counsel, solicitor and attorney”.’ 


Similarly, confidential communica- 
tions made to a banker are not 
privileged.® 


The accountant will undoubtedly 
wonder why the privilege should 
cover confidential communications 
made to a solicitor and not extend to 
similar communications made to him. 
The foundation of the rule is not be- 
cause of any special importance 
attaching to the legal profession but 
because of the expediency of secur- 
ing to every man the full protection 
of the law. (Greenough v. Gaskell, 
supra,®). By reason of the complexity 
and difficulty of our law, litigation 
can only be properly conducted by 
professional men, and it is absolutely 
necessary that a man, in order to 

4 Wilson v. Rastall, (1792) 4 T.R. 753. 
5 Slade v. Tucker, [1880] 14 Ch.D. 824; 

Wilson v. Rastall, supra.* 

® Tournier v. National Provincial and 
Union Bank of England, [1924] 1 K.B. 
461. 

7“Public policy” is not a term of very 

precise meaning. In Richardson v. 

Mellish, 2 Bing. 252, Mr. Justice Bur- 

rough referred to it as “. . . a very un- 

ruly horse, when once you get astride of 
it you never know where it will carry 
you”. However, in Cleaver v. Mutual 














prosecute his rights, or to defend him- 
self from an improper claim, should 
be able to place unrestricted and un- 
bounded confidence in his legal ad- 
viser, and that communications the 
client so makes to him should not be 
divulged except with his consent. If 
this privilege did not exist at all, 
every one would be thrown upon his 
own legal resources and deprived of 
all professional assistance. A man 
would not volunteer to consult any 
skilful person, or would only dare to 
tell his counsellor half his case. 
(Anderson v. Bank of B.C.; Green- 
ough v. Gaskell, supra,*). The priv- 
ilege, then, “is a matter of public 
policy’ adopted in the interest of 
justice.”* One might dare to sum up 
the situation by reference to the old 
adage that “he who is his own lawyer 
has a fool for a client”. 

The accountant may be surprised 
to learn, on the other hand, that, 
while he cannot refuse to disclose any 
confidential communications in a 
court of law, the client can restrain 
him (or any other professional per- 
son) from otherwise divulging any 
such communication.? This may seem 
anomalous if not inconsistent to the 
accountant for, at the same time, he 
can be compelled both to disclose and 
be restrained from disclosing the same 


Reserve, [1891] 1 Q.B. 147 (CA.), 
Lord Esher, M.R. said at p. 153 that the 
doctrine of public policy “ought not to be 
stretched beyond what is necessary for 
the protection of the public”. 


8 Re U.S.A. v. Mammoth Oil Co., (1925) 
56 O.L.R. 635, per Hodgins, J.A. at p. 
646. 


® Gunston v. Winex, (1920) 37 T.L.R. 74; 
Gortside v. Outram, (1856) 3 Jur. N.S. 
39, p. 40; Morison v. Moat, (1851) 9 
Har. 241, p. 255; Evitt v. Price, (1827) 
1 Sim. 483. 
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confidential communications depend- 
ing upon whether or not he is giving 
evidence. There is really no anomaly 
or inconsistency. Again, it is really 
a matter of public policy. Besides, 
there are many areas in our law 
where it is necessary to discriminate 
among competing rights and to deter- 
mine which right is to be protected 
in preference to another. This is an 
instance of this selective process. 
Under ordinary circumstances we find 
the law protecting the client’s right 
to secrecy by saying that his con- 
fidential communications to his ac- 
countant shall not be disclosed by 
the accountant. In exceptional cir- 
cumstances, as when the accountant 
is called upon to give evidence at 
the trial of a cause, the law states that 
the accountant is obliged to disclose 
such communications. On the other 
hand, the law also states that a 
solicitor cannot be compelled to dis- 
close similar communications made to 
him. In the accountant-client relation- 
ship, as it relates to the question of 
disclosure, the law _ stresses the 
secrecy of the communications unless 
the accountant is a witness in a cause, 
in which case the stress is placed 
upon the importance of arriving at 
the truth. But in the solicitor-client 
relationship, as it relates to the ques- 
tion of disclosure, the law shifts the 
emphasis away from the importance 
of determining the truth to the im- 
portance of protecting the individual 
who, in order to obtain legal advice, 
is required to make all of the facts 
known to his adviser. 


Accountant’s Working Papers 


It is apparently well understood in 
the accounting profession that work- 
ing papers must, for both his own 
and his client's welfare, be closely 


guarded and their contents kept 
secret. This view was recently ex- 
pressed by one member of the pro- 
fessions as follows: 

“The working papers created by 
the auditor in the course of an 
audit are the exclusive property of 
the auditor; they are of great value 
to him and cannot be replaced if 
lost, and they are highly confiden- 
tial in nature. It is, therefore, im- 
perative, that the greatest care 
should be taken of them at all 
times.”'° 

After discussing various thorough 
methods of assuring the required care 
of working papers, the same author 
concluded: 

“This precaution may seem irk- 
some, but on occasion it will save 
the accountant from serious em- 
barrassment and from an abuse of 
confidence for which it would be 
impossible to atone.” 

In view of this, there may be some 
mistaken notion among accountants 
that the contents of his working 
papers are privileged in a court of 
law. They are not. It is true that 
they belong to the accountant who 
prepared them,’* but this is no rea- 
son for the non-disclosure of their 
contents. 

The situation in Ontario must be 
looked at from two points of view. 
First, where the accountant himself is 
a party to an action, he will be re- 
quired under the Rules of Practice 
made by the Supreme Court of this 
Province to “make discovery on oath 


10R. G. H. Smails, Auditing (1955) 4th 
ed., p. 260, 

11 [bid. 

12 Chantrey Martin v. Martin, [1953] 2 Q.B. 
286. 








396 THE CANADIAN CHARTERED ACCOUNTANT, NOVEMBER, 1959 






of the documents which are or have 
been in his possession or power’.’® 
Thus, where working papers are rele- 
vant to the issue, they would ordin- 
arily have to be produced for the in- 
spection of the other side. 


In 1953 a very interesting case, 
Chantrey Martin v. Martin,‘ arose in 
England on this point, and it may be 
of value to the accountant if we deal 
with the case in some detail. The 
English rules requiring production of 
documents before trial are about the 
same as in the common law provinces 
of Canada. That is, to require pro- 
duction, the document must have 
been in the “possession or power” of 
the person from whom production is 
sought. In this case, it appears that 
until sometime in April, 1952, the 
plaintiffs, a firm of accountants, had 
in their employ a certain senior audit 
clerk. In that year, they brought an 
action against the clerk alleging that 
he had left their employ on April 18, 
1952, and they sought damages for 
breach of the employment contract 
and also the recovery of certain sums 
of money. In his defence, the clerk 
alleged that he had not left the plain- 
tiffs’ employ, as alleged, but that he 
had been fired by the firm’s senior 
partner on April 22, 1952. The rea- 
son for the firing, he alleged, was that 
in auditing the books of a certain cor- 
porate client for the year 1951, he had 
found some irregularities in the audit 
for the year 1950; that he had 
brought this to the attention of the 
senior partner who then fired him 
when he (the clerk) refused to final- 


18 Consolidated Rule 348 (Ont.) The 
other common law jurisdictions in Can- 
ada each have a similar rule. 


14 Supra.32 


ize the audit for 1951 unless correc- 
tions were made in the 1950 audit. 


The clerk requested the plaintiffs to 
make discovery of all documents in 
their power or possession relating to 
the issue. The plaintiffs, accordingly, 
delivered an affidavit which, inter 
alia, stated that they would not pro- 
duce the following documents: 


“(A) The file or files of all work- 
ing papers and schedules relating 
to the audit for the year ended 
31/8/50 of the books of ‘the client 
company’ clients of the plaintiff. 
(B) The first draft accounts of ‘the 
client company’ for the year ended 
31/8/50 as prepared by Mr. Fradd. 
(C) Partial re-draft of the ac- 
counts of ‘the client company’ for 
year ended 31/8/50. (D) The final 
typed accounts of ‘the client com- 
pany’ for year ended 31/8/50. (E) 
The correspondence between plain- 
tiffs and the Inland Revenue in re- 
gard to these accounts and the tax 
computations thereon. (F) The 
private ledger of ‘the client com- 
pany containing entries for the 
year ended 81/8/50. (G) The file 
or files of all working papers and 
schedules relating to the audit for 
the year ended 31/8/51 of the 
books of ‘the client company’. 
(H) The draft accounts of ‘the 
client company’ for the year ended 
31/8/51. (1) Notes and calcula- 
tions relating to these draft ac- 
counts made by Mr. H. G. Martin 
during the course of his discussion 
with the defendant on_ these 
matters and attached to the said 
file of working papers. (J) The 
draft tax computation relating to 
the said draft account prepared by 
the defendant and his notes and 
comments written thereon. (K) 
The private ledgers of ‘the client 
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company’ containing entries for the 
year ended 31/8/51.”"5 


The Master ordered that these docu- 
ments be produced for inspection but, 
on appeal to Mr. Justice Barry, the 
order was set aside. A further appeal 
was then taken to the Court of Ap- 
peal. 


Lord Justice Jenkins gave the judg- 
ment of the court. He held first that 
the documents referred to under 
items (E), (F) and (K) belonged to 
the corporate client and, hence, that 
the plaintiffs were not required to 
produce them. He then held that all 
of the other documents belonged to 
the plaintiffs and that they would 
ordinarily have to be produced under 
the rules of court. At this point, 
however, it had apparently been 
argued that the documents were 
privileged and did not have to be 
produced. His answer is as follows: 


“It was, however, contended for 
the plaintiffs that even though 
these documents were their own 
property they should not be order- 
ed to be produced, because they 
embodied information which was 
the subject of professional con- 
fidence as between the plaintiffs 
and the client company, and their 
production, and the consequent 
disclosure of their contents, would 
be a breach by the plaintiffs of 
their duty to the client company. 
Outside the area of legal profes- 
sional privilege, which is not in 
question here, we do not think that 
this is a sufficient ground for refus- 
ing an order for production.”** 


While the judge ordered produc- 
tion of the documents, including the 
working papers, he added the follow- 
ing restriction: 


“.... we think that the order 
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should be made upon an under- 

taking by the defendant and the 

defendant’s solicitors not to di- 

vulge their contents to any person 

otherwise than for the purposes of 

the present litigation, and not to 
use the information contained 
therein for any collateral pur- 
pose.”?” 

Where the accountant is not a party 
to the proceedings though his client 
is, his working papers would not have 
to be produced for inspection since 
such papers do not belong to the 
client who alone is obliged to make 
discovery on oath. However, this is 
not to say that were the accountant 
called as a witness, he could refuse 
to reveal the contents of the working 
papers. One might say, accordingly, 
that all he has done, where the client 
refuses to produce the working 
papers in his affidavit on production, 
is to postpone the evil day since the 
contents of the working papers would 
have to be disclosed when the 
accountant is in the stand provided, 
of course, he is called to give evi- 
dence and also required to bring 
them to court by the terms of the 
subpoena. 

A Recent Canadian Case 

The auditor of a company involved 
in litigation is examinable for dis- 
covery on the ground that he is an 
“officer” of the company within the 
rules relating to discovery. This is the 
result of Bell et al v. Klein et al,* a 
decision of the British Columbia 
Court of Appeal. Accountants may 
find this decision difficult to under- 
stand in view of section 123 of the 





15 Thid., p. 291. 

16 Tbid., pp. 293-294. 

17 Tbid., p. 294. 

18 (1954) 13 W.W.R. (N.S.) 193. 
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federal Companies Act which pro- 
vides that “a director or officer” of the 
company is not qualified for appoint- 
ment as auditor.’® But the British 
Columbia Court of Appeal was not 
primarily concerned with whether the 
word “auditor” in the Act meant 
“officer” (aithough the majority reach- 
ed that conclusion), but whether the 
word “officer” included an auditor 
under the rules of the Supreme Court 
relating to discovery. These rules 
gave no definition of “officer”, and the 
court held that its meaning depended 
upon the circumstances of the par- 
ticular case. The decision of Robert- 
son and Sidney Smith, JJ.A. on this 
point is very broad. They held that 
the auditor is examinable as an officer 
because he is the auditor and as such 
has certain statutory rights and duties. 
On the other hand, the third member 
of the court, Mr. Justice O'Halloran, 
held the auditor examinable, but only 
“in view of the subject-matter of this 
case (fraud), the alleged commercial 
and financial operations and the 
knowledge of company transactions 
apparently . . . possessed, more clear- 
ly and accurately by the auditors 
than the usual company officials . . .” 
(p. 196). 

In holding the auditors examinable 
as “officers” the court emphasized 


the duty of a full report which the 
auditors were legally bound to make 
to the shareholders (the plaintiffs) at 
annual meetings of the company (per 
O’Halloran, J.A. at p. 197; per Robert- 
son, J.A. at pp. 199 and 202). Be- 
cause of this it is not entirely clear, 
had the shareholders not been parties 
to the action, whether the court 
would have held the auditor examin- 
able. But it is conceded that the 
holding of the majority is very broad. 


One further general observation 
may be made here and that is that 
accounts or reports prepared by an 
accountant at the direction of a solic- 
itor for use in litigation are privileged. 
This is clear from the case of Wal- 
sham v. Stainton®® where the Vice- 
Chancellor, Sir Page Wood, said: 


“I can see no distinction in prin- 
ciple between accounts prepared 
by an accountant employed by a 
solicitor and those prepared by the 
solicitor himself. It is the case of 
a solicitor employing a confidential 
agent. The same result would be 
arrived at by regarding the ac- 
countant as a person who is to give 
evidence in the cause.”?* 


Conclusion 


It will appear, from the foregoing 
pages, that there is no rule in our law 





19 Where a company is incorporated under 
Ontario Jaw the result might be different. 
Section 80(1) of the Corporations Act, 
1953, provides in the case of a public 
company that “no person shall be ap- 
pointed as auditor of a company who is 
a director, officer . . . of that company”, 
and an auditor is not included in the 
definition of “officer” appearing in sec- 
tion 1(e) of the Act. “Officer” is not 
defined in the federal Companies Act, 
and hence the court in the Bell case was 
able to hold, on the basis of that statute, 





that an auditor was an officer within the 
meaning of the federal Act. That can- 
not be so in Ontario where the Act 
clearly defines the word “officer” which 
does not include an auditor. However, 
the Ontario rules relating to discovery 
stand by themselves, and while the Corp- 
orations Act, 1953, might be argued, it 
would probably not be given decisive 
weight. 


20 (1863) 2 Hem. & Mil. 1. 
21 [bid., p. 6. 
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which permits the accountant, who is 
a witness m a cause, to refuse dis- 
closure of confidential communica- 
tions or of the contents of working 
papers (except for accounts or re- 
ports prepared at the direction of a 
solicitor for use in litigation). Yet, 
there is one area in the law where 
confidential statements made to an 
accountant or to any other person for 
that matter would be privileged. This 
arises where a person is called in to 
act as a conciliator or intermediary in 
a dispute. The only cases dealing 
with this subject relate to matrimoni- 
al disputes, but it is respectfully sub- 
mitted that the principle is broad 
enough to encompass any kind of dis- 
pute which one or other of the parties 
wish to settle by conciliation of one 
form or another. In the case of 
McTaggart v. McTaggart’, the prin- 
ciple under discussion was enunci- 
ated. In 1951, in the case of Mole v. 


THE ACCOUNTANT AND HIS PRIVILEGE AS A WITNESS 
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Mole,?* Lord Justice Denning (as he 
then was) explained the principle as 
follows: 

“I take it that the principle laid 
down in McTaggart v. McTaggart 
applies not only to probation 
officers but to other persons such 
as clergy, doctors, or marriage 
counsellors, to whom the parties or 
one of them go with a view to re- 
conciliation, there being a tacit un- 
derstanding that the conversations 
are without prejudice. I see no 
reason why the solicitors of the 
parties should be in any different 
position.”** 

This principle may not be of great 
use to the accountant since it is not 
likely that his daily work would carry 
him into the field of conciliation. 


22 (1949) p. 94. 
23 (1951) p. 21. 
24 [bid., p. 24. 


The Meaning of “Annual” 


The word annual is used in many places in the [British] Income Tax 


Acts without any precise definition of its meaning. At first sight it might 
be supposed that “annual profits” meant profits which were repeated year by 
year, That, however, is not so. The meaning is “coming once a year”, as with 
a book that is published once a year, or “in a year” or “for a year”. “Annually” 
indicates repetition, “annual” does not. Annual profits or gains, therefore, are 
profits or gains arising or accruing in the year in question. “Annual” is used 
in the Income Tax Acts in this connection to indicate that the profits are 
income, not capital surpluses. Thus in Martin v. Lowry (1925-26, 11 T.C. 
297, H.L.) the profits of a trade carried on for much less than a year were held 


to be annual profits. 
—Accountancy, May 1959. 








Management Controls 


ROBERT D. ARMSTRONG, F.C.A. 


IT Is CONSIDERED essential to the suc- 
cess of any corporation that definite 
objectives be established and that 
definite plans be developed which 
will allow attainment of these objec- 
tives. Objectives should not only 
cover the fields of manufacturing and 
sales but also the supporting staffs 
such as personnel, public relations, fi- 
nance and purchasing. Plans for at- 
tainment of these objectives should 
be fully integrated, coordinated and 
balanced among the major functions 
of the corporation. 


In addition to the development of 
plans to accomplish objectives, man- 
agement’s basic functions also include 
developing a sound organization 
structure within which framework 
plans can be implemented, motivat- 
ing subordinates towards the ac- 
complishment of objectives and con- 
trolling performance to objectives. 


If plans were perfect, if the organi- 
zation structure was such that these 
perfect plans could be put into effect 
with no loss of perfection in per- 
formance, and if motivation was ac- 
complished, eliminating all misdirect- 
ed effort, there would not be a need 
for the management function of con- 
trol. Performance would be achieved 
in accordance with plans. 
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This ideal situation does not often 
occur. Plans are seldom formulated 
so that deviation from them is im- 
possible. The organization structure 
is rarely so effective that plans can be 
carried out perfectly. The motivation 
applied may result in friction and 
misdirected effort. As a result, man- 
agement controls are needed to en- 
sure that performance takes place in 
accordance with plans. Control, like 
planning, is ideally forward looking 
and the best kind of management 
control is one that will identify and 
correct deviations from plans before 
they occur. 


Requirements of an Adequate 
Control System 


Certain requirements must be met 
before any management control sys- 
tem is effective. 

The first requirement is that man- 
agement controls must be designed 
to reflect the nature and needs of the 
operating function concerned. For 
example, any manufacturing opera- 
tion must be controlled for quality, 
cost and rate of operation. The vice- 
president in charge of manufacturing 
and all his supervisors down to and 
including his foremen require per- 
formance information with respect to 
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those cost elements which they are 
empowered to alter. However, the 
control tools that the vice-president 
of manufacturing requires to control 
his overall operation would vary sig- 
nificantly from control tools design- 
ed to meet the needs of one of his 
foremen. Control tools would vary 
also between the major functions of 
a corporation and between corpora- 
tions. For example, a_ satisfactory 
manufacturing divisional control sys- 
tem would be of little value to a sales 
division. A small corporation may not 
need and probably could not afford 
the elaborate control systems of some 
of the larger corporations. 


Management requires performance 
data soon enough to take remedial ac- 
tion. In some cases performance data 
must be supplied several times a day, 
as in the case of inspection results 
plotted on a quality control chart. 
A foreman must be notified as soon as 
one of his operations goes out of con- 
trol in order that he may take cor- 
rective action to prevent scrap or re- 
work. Departmental labour perform- 
ance should be in the hands of a fore- 
man the next morning, and not a 
week or a month later. 


An effective system of control must 
be flexible. Controls should remain 
workable even though plans have 
changed. The flexible budget is an 
example of an effective control tool. 
If the planned level of operation in- 
creases or decreases, it is very easy 
to determine the new operating bud- 
get. The establishment of sales ob- 
jectives is another example of provid- 
ing for flexibility in control. Where 


industry volume can be estimated, a 
sales objective should be based on 
penetration of industry. Any varia- 
tions in industry volume then affect 
the corporation’s volume objective 
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but leave undisturbed the basic pene- 
tration objective against which per- 
formance can be assessed. 

Since performance is achieved 
through people, the control system 
should be designed in line with the 
organization structure to associate 
performance with responsibility and 
authority. For example, each sales- 
man should participate in the de- 
velopment of his plans and objectives, 
and control tools should be develop- 
ed to reflect his performance on 
a timely basis. Similarly, manufac- 
turing budget reports should be de- 
signed to reflect the performance of 
the plant and each of the responsibili- 
ty units within the plant. Unless a 
control system reflects the organiza- 
tion pattern, management is not in a 
position to determine responsibility 
and take quick action to correct poor 
performance. 


A control system must be worth its 
cost. Although this principle is basic, 
it is very easy to get carried away 
with an elaborate and cumbersome 
control system. Before a control tool 
is developed, careful analysis should 
be made of the item to be controlled 
to determine the most effective point 
of control and the probable effect on 
the corporation if there is lack of 
control. 

Simplicity is a requisite for any suc- 
cessful system of control. Operat- 
ing management often is confused 
when attempting to understand a per- 
formance report that appears simple 
and understandable to accounting or 
statistical personnel. Unless the con- 
trol tool is tailored to the specific 
needs and thought processes of the 
management group involved, the 
chances are that poor performance 
will go uncorrected. 


A control system that detects fail- 
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ures or deviations from plans will be 
of little value if it does not show the 
way for needed corrective action. 
Thus, an adequate control system 
should not only detect failures but 
should disclose where they are occur- 
ring, who is responsible for them and 
what should be done to correct them. 


Prerequisites to Control 


A management control system 
should meet the requirements outlin- 
ed in the previous paragraphs. In ad- 
dition, two basic prerequisites must 
be fulfilled. These prerequisites are 
conditions that must be met before 
control may be undertaken in an or- 
derly and effective manner. 

The first prerequisite is that plans 
be clear, complete and integrated and 
that supervisory personnel concerned 
with implementing the plans must ac- 
cept the objectives as attainable and 
understand exactly what is expected 
of them. 

The second prerequisite is that per- 
sonnel assigned the responsibility for 
carrying out plans be given the ne- 
cessary authority. If authority is not 
coupled with responsibility the exe- 
cution of the plan will fail. 


The Process of Control 


Managerial control may be exer- 
cised over manufacturing, sales, fi- 
nance, purchasing, personnel and by 
department heads over the various 
phases of each of these major activi- 
ties. A manager may well be requir- 
ed to control a great variety of ele- 
ments under his jurisdiction, such as 
organization, policies, procedures, in- 
ventories, wages and salaries, quality, 
or advertising, but for any activity 
the process of control is the same, i.e. 


1. Determine standards of perform- 


ance. 
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2. Compare performance with stand- 
ards. 


8. Analyze and evaluate deviations. 
4, Correct deviations. 


Determine Standards of Performance 


For any activity to be subject to 
control there must be specific measur- 
able factors in performance. If the 
results of performance cannot in some 
way be compared to a pre-determin- 
ed measurement, the manager has no 
basis upon which to evaluate per- 
formance. Four factors will normally 
provide the basis for managerial con- 
trol in most business activities. These 
are: 

1. Quantity. 
2. Quality. 
3. Cost. 

4. Time use. 


Let us consider as an example the 
application of these four factors to a 
production operation. From the sales 
forecast, stock of components in the 
field, and facilities available, a sched- 
ule can be developed for the period 
under consideration. The production 
schedule when detailed by product 
line and production department be- 
comes the daily quantity standard for 
a foreman. 

Engineering specifications normally 
establish the quality standard that 
must be maintained in a production 
operation. Through the application 
of the laws of probability, quality 
control charts can be developed to as- 
sist in controlling in-process product 
quality consistent with engineering 
specifications and cost considerations. 

The cost of producing can be es- 
tablished in advance through setting 
up standards of cost for each phase 
of the process. Standards for the cost 
of materials, labour and overhead can 
be developed in the light of equip- 
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ment and personnel available, and 
these standards used as targets to 
control the actual cost incurred dur- 
ing operation. 

Time standards can be established 
for each operation by industrial en- 
gineering methods for use by each 
foreman in controlling departmental 
man-hour requirements consistent 
with specified quality. 

In the accomplishment of any plan 
the quantity of work, the quality of 
work, the cost of doing the work and 
the time necessary for completing the 
work can be controlled. Of course, 
it is more difficult to measure these 
factors in staff than line activities. For 
example, public relations or person- 
nel objectives can seldom be stated 
in numerical terms against which ac- 
tion can be specifically measured. In 
a case such as this, some indirect 
measurement is often used. However, 
with new techniques of measuring 
such intangibles as public and em- 
ployee opinion, many of these items 
are being subjected to fairly specific 
measurement, 


Compare Performance with Standards 


After the basis for control has been 
established, the next step in control- 
ling is to find out what is being ac- 
complished. The actual carrying out 
of this step can be achieved in several 
ways, including personal observa- 
tions, oral reports and written reports. 


Some managers feel that there is no 
adequate substitute for firsthand, di- 
rect observation. Advocates of this 
method believe that use of direct con- 
tacts gives an intimate picture of 
what is going on and a certain feel- 
ing or sense of satisfaction in seeing 
the work being done and in talking 
with those doing it. For example, most 
sales executives visit their sales offices 
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periodically in order to get a firsthand 
picture of conditions in the field. 
Also, some manufacturing executives 
make a practice of going through the 
plant every morning to discuss oper- 
ating conditions with their foremen. 
Personal observation is especially 
helpful for checking and reporting 
intangibles. There is probably no 
satisfactory substitute for observing, 
firsthand, the attitude of employees, 
dealers or customers. On the other 
hand, the personal observation ap- 
proach to securing information on 
performance has its disadvantages. It 
is time-consuming, it takes the execu- 
tive away from his other duties, and 
in some cases it is most dangerous to 
reach a conclusion based on observa- 
tion of only some phases of an inte- 
grated operation. Also there is the 
possibility that the good intentions of 
the executive might be interpreted as 
mistrust by his subordinates. 


Many managers report verbally to 
superiors their performance at the 
end of the day. This could include 
a foreman reporting his production 
count or a salesman reporting his ac- 
complishments in the field. Oral re- 
ports, like personal observations, pro- 
vide a superior with a firsthand 
knowledge and intuitive sense of op- 
erating conditions. They are timely, 
and often a course of action to cor- 
rect unsatisfactory conditions can be 
worked out at the time. 


Written reports of some kind or an- 
other are normally used in all corpor- 
ations. They serve as a permanent 
record and are often given in con- 
junction with oral reports. Simplicity 
and timeliness are major considera- 
tions in the development of written 
reports. Review can be facilitated by 
the use of graphic and pictorial illus- 
trations. The reader should never 
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have to read several pages to deter- 
mine the essence of a performance 
report. The preparation of written 
reports can be costly and therefore re- 
ports should be reviewed periodically 
for their distribution and need. 


Analyze and Evaluate Deviations 
The analysis and evaluation of de- 
viations should be done as close to 
the point of performance as possible. 
This results in a more immediate ac- 
tion to correct unsatisfactory per- 
formance. Judgment is frequently 
required in determining the signifi- 
cance of a deviation from planned 
performance. Small deviations may 
be acceptable in some cases whereas 
a slight deviation may indicate seri- 
ous implications if control action is 
not immediately taken. The manager 
performing the controlling work must 
therefore analyze, evaluate and judge 
the results from a broad point of 
view. Managers at all levels should 
be governed by the principle of man- 
agement by exception in concentrat- 
ing attention upon the significant ex- 
ceptions to the expected results. 


Correct Deviations 

This step is essential to effective 
control. Effective control cannot tol- 
erate needless delays, excuses, end- 
less compromises or excessive excep- 
tions. The corrective action should 
be implemented by the manager hav- 
ing the authority over the actual per- 
formance. Holding a particular in- 
dividual accountable for expected re- 
sults is one of the best means of 
achieving expectancy. It becomes his 
responsibility to reach satisfactory 
performance and his responsibility 
to make any correction which might 
be necessary. 


Conclusion 
The establishment of controls is a 
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basic function of management. It 
provides a check and balance on the 
other basic functions, namely, plan- 
ning, organizing and motivating. If 
any of these three is preventing the 
accomplishment of objectives, that 
fact is quickly identified by the con- 
trol system. 


Although the benefits of control are 
many, three tend to stand out. These 
are as follows: 


Control prevents deviation from 
planned performance 

As discussed previously, actual re- 
sults frequently deviate from those 
that have been planned. However, 
with an effective control system de- 
viations from planned performance 
are quickly identified, providing the 
means for corrective action by man- 
agement. This is the basic reason for 
the existence of managerial control 


and is the primary benefit which 
flows from it. 


Control removes interference 

An interference to plans constitutes 
an unforeseen circumstance which, 
left unattended, will prevent the ac- 
complishment of desired perform- 
ance. With effective management 
controls, interferences are speedily 
identified, permitting those in author- 
ity to take action for their removal. 


Control assures coordination 

The coordination of all components 
of an organization in moving towards 
the corporate objectives would be an 
impossible management task if con- 
trols were absent. With control all 
components are kept in line so that 
maximum coordination is possible. 

In order to insure these benefits 
every manager should keep firmly in 
mind the basic purpose of control: 
to guarantee effective performance. 





Work Simplification in the Office 


DAVID B. 


“Work Simplification” is a rather 
elaborate term for what was once de- 
fined as “the organized application of 
commonsense to find better and easier 
ways of doing a job”. 

The purpose of work simplification 
is, of course, to hold to a minimum 
the ever-increasing costs of paper 
work. Various developments in of- 
fice operations during the last 15 
years are contributing to these costs. 

First has been the tremendous in- 
crease in paperwork generally: more 
records, more analyses, more returns 
to government and trade agencies, 
and more employee fringe-benefit de- 
ductions to be accounted for. 

Secondly, management is realizing 
the necessity for control information 
to be available earlier and in more 
detail than ever before. 

Thirdly, the general expansion of 
business which has been occurring 
ever since the war has reduced, and 
in some cases even eliminated, the 
pool of trained clerical help available 
for employment, so that often the ex- 
pansion in paper work cannot be 
dealt with merely by hiring addition- 
al staff, and expensive mechanical 
equipment must be used. 


WATSON 


Fourthly, the general level of ef- 
ficiency of office workers is steadily 
falling. More people are required 
today than were needed 20 years ago 
to do the same amount of work, and 
the quality of the work produced is 
lower, which causes further work in 
searching for errors and omissions. 


Finally, of course, there is the con- 
stant increase in salaries, and the 
fringe benefits which today are taken 
for granted, as well as rising rent, 
light, heat and furniture expenses. 

Everyone is beginning to wake up 
to the tremendous impact that office 
costs are having on profit, and man- 
agement is looking to the comptrol- 
ler, the office manager and the audi- 
tor to make some intelligent sugges- 
tions about it. 

The only answer is work simplifica- 
tion, or, in other words, the elimina- 
tion of unnecessary work, and the use 
of the best possible methods in what 
must be done. 

This does not require the knowl- 
edge of advanced techniques, nor 
necessarily the use of complex and 
expensive machines. It does how- 
ever require the use of something 
which not many people seem to have 
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these days, and that is time. Work 
simplification is not something that 
happens in a flash. First of all, it is 
a continuing process; secondly, every 
proposed change requires careful 
study and consideration before it is 
put into effect. 


The Misunderstood Supervisor 


It is always disappointing, but no 
longer surprising, to find how many 
people in administrative or supervis- 
ory positions are completely loaded 
down with routine and detail work, so 
that in fact they are doing little, if 
any, supervisory work at all. This 
applies not only to general managers, 
comptrollers and treasurers, but per- 
haps even more particularly to the 
lower levels of supervision — the of- 
fice managers, the sales managers and 
the first line of supervision. Regard- 
less of the size of the business, it is 
usual to find every office supervisor 
doing little, if any, supervising be- 
cause so much detail work is passing 
over his desk that he has very little 
time to do anything more than at- 
tempt to keep up with it. The main 
function of a supervisor appears to 
be completely misunderstood in most 
offices. The average supervisor is 
normally appointed to his or her posi- 
tion without any regard to supervis- 
ory ability at all. It is usual for the 
average first-line supervisor to be ap- 
pointed because he has been there 
the longest, or is the best worker of 
his particular section. Thus, the su- 
pervisor is the expert, and while he is 
probably responsible for training new 
members of the staff, he finds this 
such a slow process that he does all 
the difficult work himself because it 
takes less time this way than to ex- 
plain to a subordinate exactly what 
is required. The supervisor also gen- 
erally does all the special work re- 


quiring great care, neatness or atten- 
tion to detail because he does not 
trust his subordinates due to their 
lack of experience to do this sort of 
work adequately. 

The upshot of all this is that the 
supervisor is probably working hard- 
er and doing more detail work than 
any of his subordinates. He is prob- 
ably more than fully occupied, and 
often has io work late to keep up to 
date. 

The final result is that the super- 
visor does not have any time left to 
supervise. In most cases he does an 
inadequate job of training new staff 
because he will not let them do 
everything they should in case they 
make a mistake, or because it would 
take too long to explain, or because 
he just does not have the time to de- 
vote to adequate training. 


Management Needs Time 


Higher up, we find that the office 
manager or comptroller, following the 
same course, is reluctant to delegate 
detail work which he considers to be 
too difficult for his subordinates, or 
which would take too long to ex- 
plain. The result is that the whole 
chain of supervision in the office is 
busy on routine work, too busy to su- 
pervise adequately or to pay any at- 
tention to one of the most important 
phases of supervision, a continual 
study of work simplification. It is 
true that we find the occasional adop- 
tion of a new “gimmick” that can be 
introduced without much study and 
thought, such as postage meters, fold- 
ing machines and one-write payroll 
systems. But the real improvements 
that have a significant effect on the 
clerical labour costs get very little at- 
tention. 


It must be realized that an ade- 
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quate methods study of any proced- 
ure, to determine whether it is need- 
ed at all, or whether it can be com- 
bined with some other procedure, 
modified or replaced by an entirely 
new system, takes considerable time 
and thought. It cannot be a spare- 
time operation, sandwiched in be- 
tween a lot of other work, or dealt 
with for a few minutes at the end of 
a busy day. 


Principles of Simplification 

For the purpose of this discussion, 
let us assume that the office manager 
and his subordinate supervisors have 
all delegated their routine work so 
that they can pay some attention to 
supervision. Their function then is to 
train and explain, to see that the work 
flows smoothly, and is done correctly, 
that work loads are equitable, that 
every subordinate gives a fair day’s 
work, and to decide the best manner 
in which the work should be done to 
provide the required results. Except 
for the training element, the whole of 
this function can be summed up by 
“work simplification”. How do we go 
about thisP The principles of work 
simplification can be defined very 
briefly, and need little explanation 
because they are understood by 
everyone. As mentioned at the be- 
ginning of this article, work simplifi- 
cation is “the organized application 
of commonsense to find better and 
easier ways of doing a job”. 

The working principles are just as 
simple. They are: 
1. Activities should be productive. 
2. There should be a smooth work 

flow. 
3. Each operation should be as 

simple as possible. 
4. The necessity for every action 

should be questioned. 
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Using time to apply commonsense 
with these principles is all that is 
needed to achieve the benefits of 
work simplification. 


The first thing to be accepted when 
studying office procedures is that al- 
most any system can be improved, 
but it must always be borne in mind 
that the advantages achieved from 
the improvement may not justify the 
costs of making the change. These 
costs are not just the time expended 
on analyzing the problem and think- 
ing out the desired changes. Even if 
no new forms or additional equip- 
ment are decided upon, any change 
of system has disadvantages, in that 
changing from a smooth running pro- 
cedure well understood by the cleri- 
cal personnel will require explana- 
tions and training that may be quite 
costly. In addition, the new system 
may result in errors until it is fully 
understood by everyone concerned, 
and it is likely to cause a lack of con- 
fidence in the new procedures, at the 
beginning at any rate, due to the 
well-known “resistance to change”. 


Reductions in Clerical Labour 


Any change of system must be 
worthwhile. It must result in signi- 
ficant reductions in clerical labour, or 
achieve increased internal control or 
produce additional desirable informa- 
tion. Normally, a system change is in- 
troduced because it permits a reduc- 
tion in clerical labour, but in many 
cases this reduction is more theoreti- 
cal than actual, Either advantage is 
not taken of the clerical savings 
which result, or else the savings were 
not measured properly before the 
change was made. 


Let us take a longer look at these 
two common occurrences. First of 
all, there is little point in going to the 
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expense, and there always is expense, 
of changing a procedure so that it 
takes less time, if the clerk whose 
time has been saved is just going to 
twiddle his thumbs during the period 
he is not now required to work. This 
spare capacity must be used in some 
profitable manner. A very typical 
example of this error occurs when 
electric typewriters are installed to 
replace manual machines. This is 
normally done to take advantage of 
the additional operating speed of 
electric typewriters. However, if the 
typist is not given any additional 
work, the whole additional expense of 
the new typewriter, the additional 
power outlet which perhaps had to be 
installed, and the time spent in hav- 
ing to learn to operate the new ma- 
chine, are all wasted. 


The same sort of situation occurs 
where there is one payroll clerk work- 
ing full time preparing the payroll 
by manual methods. If a one-write 
pegboard system is introduced, with 
all the costs of buying the board, new 
forms and perhaps new filing equip- 
ment, one would expect that a reduc- 
tion in clerical time would be achiev- 
ed. However, it is quite likely that 
no additional work will be given to 
the clerk, because he is considered as 
being full time on payroll, and it 
often does not occur to anyone to 
give him some non-payroll work now 
that he has spare time. In this con- 
nection, it is interesting to note that 
many clerks pace themselves by the 
amount of work they have ahead. 
Thus, a person who does not have a 
full day’s work is still likely to look 
busy all day long, merely by working 
more slowly and less efficiently. Un- 
less advantage is taken of spare ca- 
pacity as soon as it occurs, it is very 
possible that the spare capacity will 


disappear, and the clerk will be in- 
dignant at a later suggestion that he 
should be responsible for additional 
work, feeling that he is being victim- 
ized. 


Measuring Potential Savings 


The second point is that potential 
savings must be measured. It is a 
bit late to discover that there are no 
savings after you have bought and 
paid for a bookkeeping machine, or 
have gone through all the expense of 
a punched card installation. Measure- 
ment of savings can take many dif- 
ferent forms, from the rough, and 
generally highly optimistic, estimates 
made by machine salesmen, to care- 
fully engineered studies which use 
stop watches or predetermined time 
measurements. Naturally, the more 
accurate the measurements are, the 
greater is the guidance that will be 
received from them. However, when 
comparing the time of a present sys- 
tem with that of a proposed system, 
it is not always feasible or, in fact, 
possible, to make elaborate time 
studies. The main thing to remember 
is to include all the elements of time 
that will be spent by each system, 
and to have each element as accurate 
as the situation justifies. It is very 
easy to leave out sections of a par- 
ticular operation, especially if it is 
a proposed method of which you do 
not yet have a practical knowledge. 

In addition to remembering the op- 
erations which must be _ included, 
very definite difficulties occur in try- 
ing to set times for proposed proced- 
ures, unless you have someone cap- 
able of setting predetermined time 
measurements. Not many office exec- 
utives are in this happy position, and 
although it would be of great benefit 
to many of them to learn about this 
art, this is not likely to occur in the 
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near future. Thus, some sort of esti- 
mates have to be made, perhaps de- 
rived from past experience, perhaps 
as the result of actual trials, perhaps 
sheer guesses based on what sounds 
sensible. Whatever the method, do 
not ignore reality. It is very easy to 
build up a case, supported by all 
sorts of statistics and elaborate esti- 
mates, for an idea you are trying to 
sell. No doubt, you will sell it, but 
do not forget that you are the one 
who is going to get the blame if it 
does not turn out as you had promis- 
ed. Be very conservative in your esti- 
mates, make allowances for contin- 
gencies, for the operations you for- 
get, for the help that has to be train- 
ed anew, for the new forms, the ex- 
tra filing space, for the equipment 
that is replaced and yet which can- 
not be sold even though it is not fully 
depreciated. 


First Steps Towards Improvement 

The basic rules must be appreciat- 
ed right from the beginning of a pro- 
gram of reducing clerical costs. First, 
we must realize that few office work- 
ers are earning their salaries. The 
standard of efficiency in offices is ap- 
pallingly low, around 60%-65%. This 
means that most offices are at least 
30% over-staffed, even with present 
methods, just because the employees 
are not working as hard as they 
should be. It is not a question of 
poor methods, it is merely a matter of 
too much gossiping, too much wan- 
dering around, constant private tele- 
phone calls, too much time in the 
washroom before starting work in the 
morning, too long on the coffee break 
and so on. 

The demand for clerical labour of 
any sort, being what it is today, 
makes it difficult to expect 100% ef- 
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ficiency, without the introduction of 
some sort of financial incentive. But 
we can, and do, find 75%-80% in of- 
fices where the matter is regarded as 
of some concern. This means we can 
cut the wasted time in half if we just 
do one thing — supervise properly. 
This is the first pointer to improved 
production. Get rid of all your own 
detail work, get the supervisors off 
their chairs and walking around the 
office, and you will introduce savings 
in clerical costs without changing a 
single procedure. 


Methods improvement itself is a 
result of everyone in the office being 
work-simplification conscious, but 
particularly the first-line supervisors 
should realize that one of their main 
jobs is to be wondering all the time 
how they can improve the methods 
which their subordinates are follow- 
ing. Once again, the chances of this 
occurring depend upon whether the 
supervisors have time to think. If all 
those in supervisory positions are 
able to sit back for an hour every 
day to ponder about what is going on 
in their sections, methods improve- 
ment should come automatically. If 
it does not, change the supervisors. 


Apart from the introduction of 
mechanical equipment, which often 
has relatively limited application, par- 
ticularly in the smaller office, the 
main areas of methods improvement 
are simple commonsense ideas which 
flow without any difficulty once the 
principles are understood, providing 
that someone has time to think about 
them. The use of one-time carbon, 
snap-out form sets, forms designed 
to allow several different documents 
to be written simultaneously, the 
elimination or reduction in frequency 
of operations which are not really 
as necessary as they seem at first 
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glance, throwing away pieces of 
paper after they have served their 
purpose instead of filing them, the 
use of unit accounting instead of 
maintaining ledgers — all these simple 
steps to cost reduction are the real 
source of methods improvement. 


Beware Creeping Change 


It is important to realize that work 
simplification should be a continuing 
program in which all members of the 
staff should participate. It is not the 
sort of thing which should be the sub- 
ject of a sudden “blitz”, and then 
abandoned, on the surmise that all 
the procedures have been improved 
as far as is possible and that there 
is nothing more to do. Even if all 
the procedures had been improved, 
and the most up-to-date and efficient 
systems had been installed, this 
would not be the end. The most 
frustrating, and at the same time the 
most important, aspect of methods 
work is concerned with what is 
known as “creeping change”, that is, 
the gradual change of requirements 
or procedures, either because of the 
whim of individuals or because of a 
gradually changing situation. It is 
unlikely that these changes are ap- 
preciated as they occur, but over a 
year or so they become quite notice- 
able. Because of this, it is necessary 
to review methods at frequent inter- 
vals, even if it is believed, as a result 
of an earlier, very thorough study, 
that they are in good shape. 


There is another reason for a 


continuing study of office methods. 
Work simplification is merely the ap- 
plication of commonsense, but one 
cannot expect all the bright ideas to 
occur simultaneously, and a vague 
thought may take some time to crys- 
tallize into a definite plan. All mem- 
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bers of the office should be encour- 
aged to be thinking continually about 
their work, and how it can be im- 
proved, and the principles and aims 
of work simplification should be em- 
phasized at frequent intervals. The 
simple techniques of flow charting 
and forms design should be explained 
carefully to all supervisors, and their 
early efforts, however incomplete or 
inadequate they may be, should be 
gone through with them carefully 
and with enthusiasm. 


Advantages of Suggestion System 


A suggestion system often works 
well because even if the detail ideas 
submitted may not be the right an- 
swers, at least the problem is brought 
to light, and the employee is encour- 
aged to think about some of his other 
problems. In many cases, of course, 
the ideas proposed in a suggestion 
system are excellent and cannot be 
improved upon. In these instances, 
they should be put into operation im- 
mediately, and the employee respon- 
sible should receive all the publicity 
possible. Where a suggestion is not 
considered to provide the right an- 
swer, or has not been developed 
enough to permit immediate accept- 
ance, the employee should have this 
explained to him so that he realizes 
that his efforts are appreciated. If 
this is not done, or if his ideas are 
ridiculed, very little interest will be 
maintained in the system, and the 
work simplification program will die 
an early death. 

Let us now assume that we have 
supervisors and staff interested in 
work simplification. How do they go 
about getting results? 


Solving a Methods Problem 
There are four main steps to be 











problem. These are: 





followed in solving any methods 


1. Getting the facts. It is here that 
simple aids, such as flow charts, 
task lists, and work distribution 
charts are valuable because they 
help to rationalize your thinking, 
and make sure that you have all 
the facts you need. 


2. Once all the facts are in, the next 


step can be taken. This consists 
of analyzing the facts to deter- 
mine what needs improving. At 
this stage, a number of questions 
must be answered. These in- 
clude: 

—Is there misdirected effort? 

— Are skills being used properly? 

—Do employees have too many 
unrelated tasks? 

— Are too many people concerned 
with a particular operation? 

—Is work distributed evenly? 

— Why is the work being done? 

— Can the work be done better at 
some other work station or 
time? 

—Can the forms be improved in 
layout, reduced in number, or 
eliminated altogether? 

— Can time be saved by changing 
the office layout? 

—Can peaks be reduced by 
changing the frequency or tim- 
ing of work? 

— Can filing be reduced? 


3. The next step is to develop the 


improvements brought out by the 
analysis of the facts. Remember 
that there is always a better way, 
but that often improvements do 
not justify their cost. And re- 
member, too, that the new method 
must be an improvement over the 
old. Change for the sake of 
change just causes confusion and 
extra costs with no progress being 
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achieved. In preparing an improv- 
ed method, consider all these 
possibilities: eliminate, combine, 
change sequence, change responsi- 
bility, simplify. 


Remember above all, however, 
that you are aiming at cost reduc- 
tion. You do not need an electric 
adding machine to add 2 and 2, 
or an elaborate system of records 
to control something of only fleet- 
ing interest. 


4, The final step, after the improve- 
ment has been fully thought out, 
and can be proved to justify the 
change, is to apply the improve- 
ment. Make sure that all those 
who will be concerned are fully 
sold that it is a good idea, that 
any new equipment is completely 
understood by all who have to 
use it, that any new forms re- 
quired are available, and that de- 
ficiencies in the old method are 
fully realized by everyone con- 
cerned with the change. Do not 
forget that we all resist change 
and new ideas, that we resent cri- 
ticism, and that most people do 
not like to have to learn new 
tricks. 

When all this has been done, make 
the change carefully, be prepared to 
modify the details as snags turn up, 
and ask all those concerned with the 
change for criticisms and suggestions 
so that everyone feels he is contribut- 
ing to something worthwhile. After 
the change has been made, be sure to 
examine it frequently, to make certain 
that it is working properly, and is giv- 
ing the advantages which it promised. 

As you study specific systems, and 
particularly when you introduce a 
new procedure, write a very careful 
and detailed description of what has 
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to be done by each member of the 
clerical staff concerned. In time, you 
should have prepared a complete de- 
scription of how all work in the office 
is handled and, thus, have built up 
a procedure manual. This should 
have wide distribution, and is one of 
the most valuable documents for any 
office regardless of its size. Not only 
is it of great assistance in training 
new staff because through it they 
will know all about their functions 
and responsibilities, but it also helps 
existing staff to understand who does 
what, and why. It is of very great 
value when making further proced- 
ure studies because it assists in under- 
standing the reason for present pro- 
cedures and determining what 
changes must be made in them to 
cope with changing requirements. It 
will also indicate where “creeping 
change” has taken place, and where 
unnecessary work is being done. 


Alibi or “Just-in-Case” Records 

On the subject of unnecessary work, 
be on the lookout for unofficial 
records of the alibi or “just-in-case” 
type. The alibi category includes all 
those unnecessary records kept by 
some people to show that they are 
doing their work properly and that 
any errors and omissions have been 
made by someone else. These gen- 
erally start when some member of 
the staff has been blamed for an 
error which he did not make, and so 
he decides that next time he will 
be able to prove that it was not his 
fault. The “just-in-case” type of rec- 


ord or report usually originates be- 
cause an executive once asked for in- 
formation which was not available, 
and someone had to spend time dig- 
ging it out. So it was decided that 
the office was never going to be 
caught out again like that, and the 
information has been prepared re- 
ligiously ever since, regardless of 
whether it has ever been required in 
the meantime. This often develops 
further into the actual production of 
reports, possibly with a wide distri- 
bution, which have never been need- 
ed, used, or perhaps even looked at, 
since the isolated occasion on which 
the information was called for. 


Conclusion 

There is no point in thinking about 
methods improvements, work simpli- 
fication, and clerical cost reduction if 
you and your staff have no time to 
do any of it. Methods improvement 
takes considerable time and thought. 
It cannot be something done in small 
sections, when you have some free 
time. It must be a continuing pro- 
gram, and the result of enthusiastic 
cooperation on the part of everyone 
concerned. No one is going to co- 
operate, far less be enthusiastic about 
it, if it means working late and at 
weekends, to make up for the time 
he is going to give on it. .Above all, 
and regardless of the size of your 
company, get the detail work off your 
desk and those of your supervisors, 
and make plenty of time available for 
thinking. Then, and not until then, 
you will start to make progress. 














ACCOUNTING PRACTICES may have to 
be valued under varying circum- 
stances, and, as in many other cases, 
differing circumstances produce dif- 
fering valuations. If a practice is be- 
ing valued as a result of the death of 
a sole practitioner, the amount that a 
prospective purchaser will be willing 
to pay for the goodwill of the practice 
will be less than if the practitioner is 
to be present to assist in the transfer 
of the clientele. Similarly, the value 
attaching to goodwill is probably less 
in the case of a sale than in a merger, 
where the practitioner continues as a 
partner in the successor firm. 

In this discussion, the goodwill of 
an accounting practice is taken to be 
the value of the “right of access” to 
the clientele of the practice under 
valuation. It is the present value of 
fees expected to be earned by the 
new owner or owners as a result of 
the purchase of the practice. “Value” 
is naturally taken to be the dollar 
amount agreed to be paid. No com- 
ment will be made as to the value 
of the furniture and equipment, 
leases, leasehold improvements, and 
accounts receivable since these can 
be dealt with separately from good- 
will. If they are to be sold, relative- 
ly little problem arises in arriving at a 
mutually satisfactory valuation. 


Valuation of an Accounting Practice 
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When Are Valuations Necessary? 

As previously stated, the value of 
the goodwill of an accounting prac- 
tice will vary according to the cir- 
cumstances surrounding the valua- 
tion. Although it is contended by 
some that there is no “goodwill” in 
a professional practice, most will 
agree that in a successful accounting 
practice there is “goodwill”, and at 
least part of that “goodwill” can be 
transferred under some circum- 
stances. While professional goodwill 
is often just as real as the goodwill 
of an industrial or a commercial con- 
cern, it is never as certain that the 
professional goodwill can be deliver- 
ed to or held by the purchaser. The 
client’s reaction to a change of owner- 
ship of a professional practice can- 
not always be foreseen. 


The goodwill of an accounting 
practice is usually determined under 
one of the following circumstances: 


(a) Retirement or death of a sole 
practitioner. 
(b) Sale of a practice. 


(c) Retirement or death of one or 
more of the partners of a firm. 


(d) Introduction of a new partner. 
(e) Merger of two practices. 
These circumstances may be classi- 
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fied also as (i) where there is not the 
element of continuity of the practice 
and the practitioner or practitioners 
as in (a) and (b), and (ii) where 
there is the element of continuity of 
the practice and the practitioner or 
practitioners, as in perhaps (c), (d) 
and (e). 


Considerations Affecting Value of 
Goodwill 

In the case of a sale of a practice, 
the circumstances under which the 
practice was built may be vital fac- 
tors in determining the extent, if any, 
of saleable goodwill. If the practice 
has been built and maintained on the 
ability of one person, on that person’s 
death or retirement clients may feel 
little or no obligation to continue as 
a client of the purchaser of the prac- 
tice. On the other hand, the retiring 
practitioner may arrange to be active 
in introducing the purchaser to his 
clientele. Under these circumstances, 
the personality and ability of the pur- 
chaser must be depended upon to re- 
tain the connection for the future. 
Where the purchaser has been an em- 
ployee of the practitioner whose 
practice he is purchasing, he may be 
on good terms with a substantial por- 
tion of the clientele and thus be in a 
different position from that of a 
stranger to the clientele. 


If the outgoing practitioner pro- 
poses to maintain some connection 
with the practice, it may add to the 
goodwill value because of his assist- 
ance in maintaining client goodwill 
and perhaps in introducing new 


clients through his established con- 
nections in the community. Con- 
versely, if the outgoing practitioner 
proposes to compete with his succes- 
sor, such action could reduce or elim- 
inate the value of the goodwill. In 


any purchase of goodwill the pur- 
chaser should secure an undertaking 
that the vendor practitioner will not 
be in competition with the purchaser. 

The extent to which senior staff 
members will continue with the pur- 
chaser can be a material factor in the 
value of goodwill. Competent staff 
members who are on good terms with 
the clientele can do much to ensure 
the continuity of the practice. The 
availability of future staff members is 
also a factor to be taken into account. 


The general trend of business in the 
locality needs to be considered, Is it 
expanding, contracting or static? Rec- 
ognition should also be given to the 
adequacy of professional accounting 
services available to the businesses of 
the community. 

The trend of growth of the practice 
being valued is, of course, one of the 
more important factors in goodwill 
valuation. A pattern of growth in 
the clientele gives better promise for 
the future prospects of the practice 
from the standpoint of the purchaser. 
In fact, if the clientele has been de- 
clining, the question arises as to 
whether or not there is any saleable 
goodwill. 

By no means the least important 
factor to be taken into consideration 
is the community and _ professional 
reputation of the partners of the 
practice. The goodwill attaching to a 
long-established firm composed of 
partners respected by their fellow 
citizens and by the profession can be 
expected to be relatively greater than 
where these circumstances do not ap- 
ply. 

As is apparent from the foregoing, 
the value placed on the goodwill of 
a practice should be appreciably 
greater where there is the element of 
continuity, as in the case of the ad- 
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mission of a new partner, the retire- 
ment of one of several partners, or a 
merger, than where this element of 
continuity is absent, such as in an 
outright sale of a practice on the 
death or retirement of a sole practi- 
tioner. On the other hand, some 
firms have found that they cannot 
place what is considered to be a 
proper value on the goodwill of the 
practice on admission of new partners 
to the firm, because of the practical 
problem faced by a younger person 
with family obligations in saving out 
of income after taxes. 


Evaluation of Goodwill 


The method of valuing goodwill 
will be different according to whether 
it is a case of (1) the sale of the 
practice of a deceased practitioner or 
a retiring practitioner, (2) the retire- 
ment or admission of a partner of a 
continuing practice, or (3) the mer- 
ger of two practices. In case (2), 
the value attributable to goodwill 
is usually provided for in the existing 
agreement. Presumably the agree- 
ment will have arrived at the basis of 
computing the goodwill after taking 
into account the considerations pre- 
viously stated and will provide for a 
method of computation along the 
lines suggested hereafter. As pre- 
viously mentioned, some firms in this 
and other countries have found that 
the goodwill value must be discount- 
ed because of the changed circum- 
stances of the present age. Where 
there is an agreement covering the 
valuation of goodwill, no problem 
arises except the mechanical one of 
applying the provisions of the agree- 
ment. In other cases, the value final- 
ly determined must be agreed upon 
by both parties and may be arrived at 
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by using one or more bases, such as 
are suggested hereafter, as a basis for 
negotiations. 

The valuation may be computed as 
a percentage of net profits. The defi- 
nition of net profit must first be 
agreed to; that is, does it or does it 
not make provision for a basic “sal- 
ary” to the practitioner or practition- 
ers, and is it to be adjusted in re- 
spect of fees from clients no longer 
with the firm? Consideration should 
also be given to the amount, rate and 
nature of fees included in the net 
profit computation which arose from 
other than engagements of a contin- 
uing nature, i.e. so-called “special” 
work. 


If average annual net profits are to 
be the base for the valuation, the 
period may be as short as one year or 
as long as ten years. Goodwill valua- 
tions based on net profits usually fall 
between one and three times average 
annual net profits. 

Because of the many possible fac- 
tors entering into “net” profits, this 
basis of valuation is more appropri- 
ate in determining the goodwill value 
where there is the element of conti- 
nuity of the practice or practitioner, 
that is on the occasion of the retire- 
ment or admission of a partner of 
a continuing practice or in the case of 
a merger of practices. 

The valuation may be computed as 
a percentage of gross fees. Here 
again, annual gross fees are usually 
averaged over a period of years, and 
provision is made for adjustments in 
respect of fees from clients no longer 
with the firm. In any valuation based 
on gross fees, the profitability of the 
fees must be taken into account since 
a given amount of gross fees earned 
at low per diem rates obviously will 
not produce the same goodwill value 
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as the same amount of gross fees at 
reasonable per diem rates. 

The purchaser will want to ana- 
lyze the amount, rate and nature of 
fees from other than regular audit en- 
gagements to evaluate the possibility 
of the recurrence of similar fees. 

Amounts reputed to have been paid 
in Canada in the last number of years 
have ranged from under 75% of one 
year’s gross fees to 125% of one year’s 
gross fees paid in one amount or, in 
a few cases, over a period of years. 
In the United States, prices paid are 
reputed to have ranged from 45% to 
200% of one year’s gross fees. Since 
full information is not available as to 
the nature of the practices sold, the 
circumstances of the sale, and the 
manner of computing “gross fees”, 
these price ranges can only be re- 
garded as broad generalizations. 


The valuation may be computed as 
a percentage of the gross fees ex- 
pected to be earned by the purchaser 
over an agreed upon period of years 
in serving clients to be retained with 
the amount to be paid in annual in- 
stalments. In this method the an- 
nual instalments are reduced by the 
appropriate percentage of fees not so 
retained. 


This base of arriving at the value 
of goodwill is fair to both purchaser 
and seller. The practitioner selling 
the practice should know the extent 
to which clients will entrust their 
work to the purchaser, and he should 
be prepared to accept a reduced 
valuation if relationships have been 
such that the practice cannot readily 
be transferred to another. Converse- 
ly, if relationships with clients have 
been good, the vendor may find that 
he can receive a greater value for his 
goodwill if computed with reference 
to fees from clients retained than 
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he can where the price is a lump-sum 
payment computed with reference to 
past or adjusted past gross fees. 


The value may be computed by 
reference to one of the foregoing 
bases but adjusted by reason of fu- 
ture participation in profits. A re- 
tiring practitioner may arrange with 
the purchaser to continue as a part- 
ner in a consulting capacity or as an 
employee adviser for an agreed upon 
annual share in the profits or fixed re- 
muneration. While such remunera- 
tion is taxable as income in the hands 
of the recipient, and allowable in de- 
termining the income of the purchas- 
er, such an arrangement may be to 
the advantage of both parties and 
may take the place of a portion of 
the goodwill value that would other- 
wise be payable. (It has been as- 
sumed that all tax considerations will 
be taken into account by both par- 
ties. ) 


General Considerations 


In the sale of a practice, to avoid 
possible difficulty with clients and to 
avoid a breach of the code of profes- 
sional conduct requiring that the 
practitioner treat as confidential any 
information regarding the business 
affairs of his clients, the consent of 
the clients to the transfer of working 
paper files to the purchaser must be 
obtained. Such consents having been 
obtained, the vendor and purchaser 
both have a much more reliable idea 
of the possible fees volume of the 
practice that can be transferred to the 
purchaser. 


In determining whether or not from 
his point of view the value of the 
goodwill of a practice being purch- 
ased is reasonable, the purchaser 
should attempt to estimate the pos- 











sible cost of establishing and de- 
veloping a practice to a comparable 
level on his own and weigh this cost 
against the cost of the practice to be 
purchased. He should also take into 
account the greater strain in estab- 
lishing a new practice as compared 
with maintaining and nurturing an 
existing practice. 


Use of Life Insurance 

Some partnerships use life insur- 
ance on the lives of the partners to 
provide funds to buy out the interest 
of a deceased partner. If this is done, 
care should be taken to review the 
coverage periodically to adjust it to 
conform to the changing position of 
the firm. One of the problems of 
using life insurance for this purpose is 
the accounting and tax treatment of 
the premium cost. Another problem 
is that it contemplates a partner con- 
tinuing with the firm until death, 
which may often be too extended a 
period and may hinder the advance- 
ment of younger partners. 


Conclusion 

When the occasion arises to value 
the goodwill of an accounting prac- 
tice, all pertinent factors must be 
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taken into account by both parties to 
the transaction. As is the case in the 
valuation of the goodwill of an indus- 
trial enterprise, past experience is 
reviewed to assess the extent to which 
the goodwill of the practice can be 
delivered to and held by the pur- 
chaser. 

Depending upon the circumstances 
the goodwill will be computed as a 
percentage of the net profit of the 
practice, as a percentage of the gross 
fees, as a percentage of gross fees re- 
tained or on one of the foregoing 
bases adjusted to provide for a fu- 
ture participation in profits by the 
vendor. Depending upon the rates 
and nature of fees and the other per- 
tinent circumstances, goodwill has 
been reputed to have been valued in 
Canada at from one to three times 
average annual net profits, or from 75% 
to 125% of one year’s gross fees. 

While the foregoing may be taken 
as guides in valuing goodwill, the cir- 
cumstances of practices vary so wide- 
ly that each valuation must be re- 
garded as a separate pr.hblem. In 
each instance both purchaser and 
vendor must consider all circum- 
stances and arrive at a mutually ac- 
ceptable valuation. 


Criterion of Government Expenditure 


Accounting in government, as it has developed over the years, is a 
natural outcome of the parliamentary system. It has been designed to ensure 
that expenditures have been made in accordance with parliamentary authori- 
ties. This is an essential function, but it does not concern itself with re- 
porting the full cost of individual operations, nor is it designed to provide 
yardsticks to measure efficiency. The result is that almost the only available 
yardstick in assessing government expenditures and the efficiency of ad- 
ministration is the amount spent in prior years for the same or similar 


purposes. 


—M. W. Mackenzie, “Towards Better Government 
Administration”, Canadian Public Administration, 


June 1959. 











Federal Sales Tax in Canada 


KENNETH LeM. 


As INCOME TAX in its modern form 
was a product of World War I, sales 
tax arose generally in the period fol- 
lowing that war to combat inflation, 
curb extravagant expenditures and 
reduce the pyramid of war debt. 
While a form of sales or excise tax 
had been known for some centuries in 
Spain and Portugal, it was adopted 
generally in the years 1920 to 1933. 
In that period, Germany, Italy, 
France, Belgium and Austria intro- 
duced turn-over taxes, and in some of 
those countries the same form of sales 
tax continues to this time. 

The Canadian manufacturers’ sales 
tax was introduced in the budget of 
May 1920 by Sir Henry Drayton. It 
appeared at a 1% rate with coal and 
some foods excluded. This was a 
modified turn-over tax applying to 
manufacturers and wholesalers, but 
not to retailers, If a manufacturer 
sold direct to a retailer, the rate was 
2%. 

The rate of tax was increased pro- 
gressively, and by 1923 it reached 
24% on sales by manufacturers and by 
wholesalers, 44% on direct sales by 
manufacturers to retailers and 6% on 
importations by retailers. 

The cascading effect of a turn-over 
tax caused discontent with the result 
that on January 1, 1924 it was re- 
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placed by the tax in its present form 
which, generally speaking, is a single 
incidence levy imposed, at the rate in 
effect, on the manufacturers’ sales 
price of all domestically produced 
goods, except those exempted specif- 
ically, and on the duty paid value, 
upon importation, of those goods to 
which it applies. 

The effective rate of this tax has 
varied over the years. Imposed origin- 
ally on January 1, 1924 at 6%, it was 
reduced progressively each year to a 
low of 1% in 1930 at which rate it re- 
mained until the following year when 
it was increased to 4% It was in- 
creased again in 1932 to 6% and in 
1936 to 8% at which rate it remained 
until April 11, 1951 when it was in- 
creased to 10%, and at this year’s bud- 
get to 112. 

With the introduction of the new 
form of the tax from January 1, 1924, 
manufacturers and wholesalers were 
licensed. While this pleased some 
taxpayers, the administration was dis- 
satisfied because of the huge number 
of licensed wholesalers and the dif- 
ficulty of collection. 

In 1928, by ruling, most whole- 
salers’ licences were cancelled. Natur- 
ally, wholesalers then protested the 
injustice of carrying sales tax on their 
inventories as against manufacturers 
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whose inventories were free of this 
burden. The 1928 ruling was with- 
drawn, and wholesale licensing con- 
tinued until 1938 when this privilege 
was greatly restricted. 

The pattern of sales tax adopted by 
various countries since 1930 has 
been interesting. 

In 1930, Australia, after a study of 
the Canadian system, introduced tax 
at the wholesale level. It is general- 
ly accepted that its motive in choos- 
ing the wholesale level, rather than 
the manufacturers’ level, was to 
achieve a wider base and thus make 
the tax more productive. 

In 1933, the Netherlands introduced 
a manufacturers’ sales tax. In 1940, a 
retail sales tax was adopted by 
Sweden and a purchase tax by 
Britain. The following year, Switzer- 
land brought down a wholesale tax 
and Finland a manufacturers’ sales 
tax. 

Of the countries referred to above, 
five use some form of turn-over tax, 
three a manufacturers’ sales tax, two 
a wholesale sales tax, one a purchase 
tax, and one a retail sales tax. 

The United States does not have a 
general sales tax, but levies some 
excise taxes at the manufacturers’ 
level and some at the retail level. 


Nature of Tax 


In essence, the Act imposes a tax 
on the “sale price” of all goods pro- 
duced or imported into Canada with 
certain stated exemptions. Sale price 
is the amount charged, and there is 
no provision for variance. Acting 
under his authority to make rulings 
for good administration, the Minister 
does in fact authorize adjustment for 
tax purposes of the prices on sales 
directly to retailers or to users to a 
value equivalent to the prices at 
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which the goods would be sold to 
wholesalers. This adjustment is per- 
mitted, however, only to those manu- 
facturers of goods that are of a class 
or kind that some manufacturers in 
the industry sell regularly and in 
representative volume to wholesalers. 
It follows that taxpayers do not chal- 
lenge the Minister’s authority, and so 
far the Auditor General has not re- 
ported to Parliament a shortfall of 
collections from this source. 


Two techniques are followed by the 
Department for determining the 
wholesale value for tax: 


1. For certain specified industries, 
“C” circulars authorize certain per- 
centage deductions from prices 
charged retailers or users, as the 
case may be, for determining the 
wholesale value for tax purposes. 
In some instances the manufac- 
turer can use the deduction meth- 
od only if he makes no sales to 
wholesalers. If he does sell to 
wholesalers regularly and in rep- 
resentative volume, the price to 
them is the authorized value for 
tax on his sales to retailers or to 
users. In most instances, however, 
where the deduction method is 
used, the manufacturer can apply 
it only to his sales to retailers or to 
users and he cannot use his price 
to wholesalers. These deductions 
are set as the result of a review 
of marketing practices and mar- 
gins and discussion with members 
of the industry. 

2. For other industries, manufactur- 
ers may value goods sold to re- 
tailers or to users at their regular 
wholesale price. If sales are not 
made to wholesalers, the manu- 
facturer must apply to the De- 
partment to authorize for his use a 
value that has been determined to 








be equivalent to the sale price of 
like or similar goods to whole- 
salers by those manufacturers in 
the industry who do sell to whole- 


salers. 


Seeing that there are about 40,000 
licensed manufacturers a number of 
such applications is constantly in pro- 
cess. 


The practice of taxing the transfer 
of a manufacturer’s product to “an 
unlicensed wholesale branch” has 
given rise to much criticism. It is a 
device used to place the manufac- 
turer’s shipments in the same position 
as those of an independent whole- 
saler, respecting both the value for 
tax and the time of payment of the 
tax. Many manufacturers perform 
some wholesale functions and their 
prices are higher than otherwise and 
should be reduced. At the same time, 
they are carrying the wholesalers’ in- 
ventory which is normally tax-paid. 
To achieve parity the Department 
allows the discount only if the tax is 
paid at the time of transfer from the 
manufacturing premises, whether to 
an independent purchaser or to the 
manufacturer's own branch. The 
term “unlicensed wholesale branch” 
is somewhat unfortunate, for the 
branch is frequently notional and the 
transfer complete fiction. 

The simplicity and brevity of the 
Canadian Act have produced a vast 
quantity of administrative rulings, a 
few of which are published by the 
Department of National Revenue. 
Many more are published by private 
agencies and those of restricted ap- 
plication are not published at all. 


Exemptions 

There are three general classes of 
exemptions under the Act: 
(a) Manufacturers’ or producers’ pur- 
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chase and import goods for use 
in production, for the most part, 
tax free to avoid duplication of 
tax. Examples are: 

Partly manufactured goods and 
packaging which form integral 
or component parts of both tax- 
able and tax-exempt goods. 
Machinery, apparatus and parts 
used directly in production. 
Materials, such as acids and sol- 
vents, consumed or expended di- 
rectly in production. 

Fuel and power except fuel for 
internal combustion engines. 
Production machinery for mining 
and quarrying and equipment 
used exclusively in logging op- 
erations. 

(b) Farmers’ implements, machinery 
and some supplies. 

(c) Some classes of consumers’ 
goods, the most important being 
foodstuffs, and the principal 
building materials, to relieve the 
burden of basic living costs. 
Under this heading might be in- 
cluded also some articles for 
medical use as well as books 
and periodicals, including news- 
papers. 

In addition to these, exemptions 
are allowed for sales to provinces, for 
sales of certain goods to municipali- 
ties and to hospitals, and for goods 
sold for export. 

These exemptions are found in 
schedules accompanying the Act 
where the articles are defined in 
brief terms. In many cases, the ex- 
emptions are conditional upon use. 

The difficulties of the definition and 
the administration of exemptions are 
immense. A continual flow of rulings 
is being issued though not published 
by the Department. From time to 
time organizations such as_ the 
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Canadian Manufacturers Association 
gather and publish those rulings con- 
sidered to be of significance. The De- 
partment endeavours, quite reason- 
ably, to hold closely to the descrip- 
tions in the schedules, sometimes to 
the disgruntlement of taxpayers. Dif- 
ficulties arise over many matters but 
perhaps most frequently with regard 
to those exempt conditional upon use. 
For example, when is machinery used 
directly in production? In disputes, 
taxpayers have recourse to the Tariff 
Board. 


Weaknesses and Remedies 


It is likely that with full and 
prompt publication of rulings many 
present difficulties as to exemption 
would disappear. Furthermore, there 
is no apparent reason for failure to 
publish. All taxpayers are entitled to 
know the law, and departmental de- 
cisions as to exemptions are an im- 
portant part of that law. 

Taxpayers have expressed dissatis- 
faction with the secrecy and uncer- 
tainty of the existing valuation meth- 
ods and particularly with the extent 
of discretionary authority allowed to 
the Minister and the lack of any 
appeal from his decision. 


It appears essential that the Act be 
altered to permit variations in the 
selling price for different levels in the 
market. Basically, there are three ap- 
proaches: 

1. Grant discretion to the Minister. 
Such a provision would regularize 
the existing practice. The Min- 
ister might elect to establish a re- 
view board in the department but 
he would be the final court. 

2. Vary prices by order-in-council. 
A vast proportion of tax is now 
collected on prices which differ 
from selling prices because of 
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transactions between manufactur- 
ers and merchants who are not 
wholesalers, because of the “un- 
licensed wholesale branch” tech- 
nique, because of products con- 
sumed by manufacturers them- 
selves and because of licensed 
wholesalers. These imputed sell- 
ing prices all require to be set. 
Merchandising methods are con- 
tinually altering with a need for 
review and repricing. This is now 
accomplished by the “C” circulars 
and numerous unpublished rul- 
ings. 

The complaints against the exist- 
ing practice are the lack of pub- 
licity and the inability to appeal 
beyond the Minister. A system of 
orders-in-council would appear to 
cure the first, but would not pro- 
vide appeal. Furthermore, it is 
likely that rigidities would develop 
or orders-in-council would become 
too numerous. 


. Authorize by law the use of im- 


puted selling prices for goods con- 
sumed or sold at some level other 
than the manufacturers’, such 
prices to be the equivalent of what 
they would have been had the 
goods been sold at the manufac- 
turer-wholesaler level. This ap- 
proach would place the adminis- 
tration and the taxpayers on the 
same basis leaving the courts to 
settle disputes. For administrative 
purposes, it would be necessary 
that imputed prices or discounts 
should be resolved, by agreement 
where possible or assessment in 
the lack of agreement, and with 
the right to appeal the assessment. 
The United Kingdom purchase 
tax is administered on the basis 
of agreements with the trades and 
industries in somewhat the same 
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manner as the current Canadian 
practice. Under this suggestion, it 
would always be open for one 
member of the industry to dispute 
the application of the industrial 
level to his circumstances. He 
would then have the right to ap- 
pear before the Appeal Board or 
Exchequer Court with the oppor- 
tunity to demonstrate a suitable 
determination for his business. 
Such findings would naturally be 
published. 


The Canadian sales tax is pro- 
ductive, nearly $1 billion. It is not 
difficult to collect, with about 40,000 
manufacturing and 2,000 wholesale 
taxpayers. Tax paid is largely arbi- 
trary by virtue of the discount system. 
It is probable that more tax is collect- 
ed on notional prices than on actual. 


Its incidence varies on types of con- 
sumer spending; for example, on the 
retail price of an automobile the sales 
tax content is possibly 8%, whereas on 
a box of chocolates it is about 5%. 
The system is shrouded in mystery 
and to become an expert one would 
do well to work for the Department. 
The lack of appeal on valuations is 
bound to cause taxpayers to feel that 
justice is denied to them. 


In commenting on the Canadian 
system, John Due, a recognized U.S. 
expert, says: “The tax avoids some 
of the most troublesome problems 
created by a retail sales tax but en- 
counters others which are much more 
complex than those of the retail type 
of tax.” 


A retail tax would obviously over- 
come the valuation problem, for the 
amount collected is a straight propor- 
tion of consumer spending on taxable 
products. However, the licensed col- 
lectors would increase from the pres- 
ent 42,000 to about 200,000. 
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Despite a strongly unfavourable re- 
action by many merchants to the ten- 
tative suggestion of a wholesale tax 
(that is using prices paid by retailers 
as a tax base) and the probable in- 
crease in licensees by about 30,000, 
it has many advantages: 

(a) Most tax is then collected on 
actual selling prices. 
Parity is fairly achieved between 
imported and domestic goods. 
This is most difficult and often 
almost impossible at the manu- 
facturers’ level. 
(c) The extent of valuation adjust- 
ments for integrated manufactur- 
ers - retailers is greatly reduced. 
The broadening of the tax base 
(wholesalers’ prices as against 
manufacturers’ prices) permits a 
lower tax rate to achieve the 
same yield. Probably a 9% tax 
on wholesalers’ prices would be 
as productive as 11% on manu- 
facturers’ sales. 
(e) Unlicensed wholesale branches 
are unnecessary. 

The Canadian government is fully 
aware of many of the weaknesses of 
the existing Act and undoubtedly 
remedies are being drafted. How- 
ever, as indicated by a statement by 
the Minister, the level at which tax 
is applied will remain unchanged. 
Several choices of amendment are 
available and any will provoke de- 
bate. The only certainty is that any 
change will be an improvement in 
the law. 

The absence of rules of law in the 
present Act causes immense diffi- 
culties of administration. That it has 
been possible to carry on at all for 38 
years under such circumstances is a 
great tribute to the fair-mindedness 
A ingenuity of the Department’s 
staff. 
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Tax Significance of the Fiscal Period 


KERR GIBSON, C.A. 


THE cHoice of a fiscal year-end or a 
decision to change the fiscal period 
of a business may involve a great 
many factors. It is not the purpose 
of this article to discuss the many 
business and accounting considera- 
tions that enter into such decisions, 
but rather to deal with the tax aspects 
involved. While the choice of a 
fiscal period or a decision to change 
the existing period is perhaps more 
often dictated by other factors, it is 
important to recognize the tax con- 
sequences of these decisions. In some 
cases there may be an important tax 
advantage in one year-end date over 
another. Also, the tax consequences 
of a change in the fiscal period may 
have an important bearing on the de- 
sirability of making the change or the 
timing of putting it into effect. 


In considering the tax significance 
of the fiscal period chosen, a distinc- 
tion must be made between individu- 
als and corporations. Under the fed- 
eral Income Tax Act, the taxes im- 
posed on individuals and corporations 
are based on their income for a “tax- 
ation year”. The “taxation year” of a 
corporation coincides with its fiscal 
period. The 1958 taxation year of a 
corporation, for example, is the fiscal 
period of the corporation that ended 
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in 1958. In the case of individuals, 
however, the “taxation year” corres- 
ponds with the calendar year. The 
individual’s income for the taxation 
year includes his income from all 
sources for the calendar year includ- 
ing his income from any business for 
the fiscal period of that business end- 
ing in the calendar year. Thus, a 
fiscal period has direct significance 
for an individual only in connection 
with his income from an unincorpor- 
ated business—either a proprietorship 
or a partnership. His salary and in- 
vestment income must be reported on 
a calendar year basis. It is, however, 
possible for an individual to achieve 
the effect of reporting investment in- 
come on a fiscal year basis rather than 
on a calendar year basis by having 
his investments held by a personal 
corporation. This arises from the fact 
that, under the Income Tax Act, the 
income of a personal corporation is 
not taxed in its hands, but is deemed 
to have been received by its share- 
holders on the last day of its fiscal 
period. Thus, if the corporation’s 
year-end is, say, January 31, all of its 
income for the year ending on Janu- 
ary 31, 1959 will be taxed in the 
hands of its shareholders in the 1959 
calendar year, even though a large 
part of the income arose in 1958. 
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Initial Choice of Fiscal Period 


In the case of a new corporation, 
or an individual or partnership com- 
mencing for the first time to carry on 
business, the initial choice of the 
fiscal period is entirely at the discre- 
tion of the taxpayer. Section 139(1) 
(r) of the Income Tax Act provides 
that, “in the absence of an establish- 
ed practice, the fiscal period is that 
adopted by the taxpayer” and mere- 
ly prohibits the adoption of a fiscal 
period in excess of 12 months (or in 
some cases 53 weeks). Thus, a new 
corporation, partnership or pro- 
prietorship has at the outset an un- 
fettered choice of the fiscal period to 
be adopted. 


In deciding on the fiscal period to 
be adopted, a number of tax consid- 
erations should be borne in mind. In 
the case of a business that is subject 
to seasonal fluctuations, it may be de- 
sirable to choose a year-end date that 
falls just prior to the most profitable 
season. In this way tax on the profits 
of this period may be deferred as far 
as possible. In the case of an unin- 
corporated business, the year-end 
chosen will affect the timing of instal- 
ment payments of tax required to be 
made by the proprietor or partners 
in respect of their income from the 
business. If the fiscal year-end chosen 
falls early in the calendar year, some 
deferment of tax instalments will re- 
sult from the fact that the income 
from the business after the fiscal year- 
end date will be treated as income of 
the proprietor or partners for the fol- 
lowing calendar year. Since the in- 
stalment payments required of an in- 
dividual are based on his income for 
a calendar year, this may result in 
considerable postponement of tax 


payments. 
A further advantage of choosing a 


fiscal year-end that falls early in the 
calendar year for an unincorporated 
business is that this will simplify the 
problem of estimating the proper in- 
stalment payments of tax to be made 
by the proprietors or partners. For 
example, if a partnership adopts Jan- 
uary 31 as its year-end, it should be 
possible for the partners to estimate 
with some accuracy the amount of 
their income from the business for 
the year before March 31 of that year 
when the first instalment payment 
will become due. 


It should be noted, however, that 
the adoption by a partnership or 
proprietorship of a fiscal period other 
than the calendar year will result in 
part of the income earned in one 
calendar year being taxed in the 
hands of the partners or proprietor 
at the rates in force for the following 
calendar year. This is a disadvantage 
in times of rising tax rates, although 
the tables would be turned if tax 
rates were ever to start coming down. 


Changing a Fiscal Period 

Once a fiscal period has been 
established, it cannot be changed 
without the concurrence of the Min- 
ister of National Revenue. In the case 
of corporations subject to Ontario tax, 
the concurrence of the Treasurer of 
Ontario is also required. The only 
apparent exceptions to this are in the 
case of a corporation that is wound 
up or in the case of an unincorpor- 
ated business when the proprietor dis- 
poses of the business or a partnership 
is dissolved. It is understood that 
these events are considered to result 
in the termination of the fiscal period 
in progress, although in some circum- 
stances a partner or proprietor may 
elect to have the fiscal period extend- 
ed to the normal year-end date. 


a a a 











Where a change in the fiscal period 
is desired, an application for approval 
of the change should be made to the 
local office of the Taxation Division 
indicating the reasons for the desired 
change. It is understood that per- 
mission is usually granted if there are 
sound business reasons for the 
change, although the Department 
may in some cases withhold approval 
where they have reason to believe 
that the change is intended primarily 
for the purpose of reducing tax. The 
Department in practice will agree 
more readily to a change that has 
been requested before the commence- 
ment or early in the year in which 
the change is to be effected. It may 
be difficult to obtain approval for a 
change that is requested late in the 
year, particularly if the request is not 
made until after the proposed new 
year-end date. In some cases ap- 
proval may be given to a change that 
would result in breaking an existing 
fiscal period at a date prior to the re- 
quest but only if the Department is 
satisfied that the change is not in- 
tended for the purpose of tax saving. 


A change in a fiscal period may 
have a number of important tax con- 
sequences, depending on the circum- 
stances. Some of these consequences 
are favourable from the point of view 
of the taxpayer; others are not. Some 
of the more important consequences 
of changing a fiscal period are re- 
ferred to in the paragraphs below. 


Carry-over of Business Losses 

A change in year-end may have 
serious consequences in cases where 
there are unabsorbed business losses 
of prior years or where the business 
may suffer losses in future that would 
be allowed as a deduction against the 
previous year’s taxable income. This 
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arises from the fact that a change in 
year-end inevitably results in estab- 
lishing a fiscal period of less than 
12 months. To illustrate, if the year- 
end is changed from June 30 to July 
81, it is not possible to effect the 
change by having one 13-month fiscal 
period commencing July 1 in one 
year and ending on July 31 of the 
following year. Section 139(1)(r) 
provides that a fiscal period may not 
exceed 12 months or 53 weeks. Ac- 
cordingly, it would be necessary to 
have a short fiscal period from July 
1 to July 31 either at the beginning or 
at the end of the 13-month period or 
to divide the 13 months at some other 
date and have, for example, a 6-month 
fiscal period ending December 31, 
and a 7-month fiscal period ending 
July 31. In any event the change 
gives rise to a fiscal period of less 
than 12 months. This will shorten the 
period against which losses of other 
years may be applied. It would, for 
example, be undesirable to shorten 
the fifth fiscal period following a year 
in which a loss had been incurred if 
the loss had not been used up against 
the income of the intervening years. 
Similarly, if a loss were suffered in 
the year following a short fiscal peri- 
od, it would not be possible to apply 
the loss immediately against the in- 
come for a full 12-month period. The 
loss would be applied immediately 
only against the income, if any, earn- 
ed in the short period, and the bal- 
ance of the loss could be recovered 
only against future income. 


Tax on First $25,000 of Profits 


One important advantage of hav- 
ing a short fiscal period is that a cor- 
poration is entitled to pay tax at the 
low corporate rate on the first $25,000 
of its taxable income for each taxation 
year even though the “year” may be 
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less than 12 months. The advantage of 
this would, of course, be lost in part 
if the company did not earn a full 
$25,000 in the short period. In the 
case of a group of associated com- 
panies, not all of which are changing 
their fiscal period, care must be exer- 
cised in order to avoid losing the ad- 
vantage that might otherwise be ob- 
tained in this way. 


Capital Cost Allowance 

The maximum capital cost allow- 
ances in respect of the principal 
classes of depreciable property are 
reduced proportionately in the case 
of a taxation year of less than 12 
months duration. Thus, a change in 
year-end usually results in no import- 
ant advantage or disadvantage so far 
as capital cost allowance is concern- 
ed. Capital cost allowances in respect 
of leasehold interests and patents, 
franchises, etc. are based on appor- 
tionment over the life of the lease, 
patent or franchise, and accordingly 
are automatically reduced in propor- 
tion to the length of the fiscal period. 
The deduction allowed for a terminal 
loss on disposal of all assets of a class 
is not, however, reduced in the case 
of a short year. 


Undistributed Income 

A change in year-end may have an 
important effect on the computation 
of undistributed income of a corpora- 
tion in some circumstances. A com- 
pany’s undistributed income as at any 
time in a taxation year is determined 
by taking into account the income, 
expenses, dividends and the excess of 
capital losses over capital gains up to 
the end of the taxation year. Accord- 
ingly, in the case of a company whose 
year end is December 31 the undis- 
tributed income as at May 31 will 


include the results up to the following 
December. If, however, the year-end 
were changed to June 30, the income, 
expenses, dividends, etc. for the 
period July 1 to December 31 would 
not be included in the calculation. 

This may be very important in a 
case where a substantial addition to 
undistributed income is anticipated 
near the end of the normal fiscal year, 
and it is desired to take some cor- 
porate action prior to that time that 
would invclve a deemed dividend 
based on the amount of undistributed 
income on hand. 


Personal Corporation Status 

A change in year-end may, in some 
cases, result in a change in the status 
of a corporation for a period either 
before or after the change. For ex- 
ample, in order that a company may 
qualify as a personal corporation 
under the Income Tax Act for a taxa- 
tion year, it must meet all of the re- 
quirements of section 68(1) for the 
whole of the taxation year. Thus, if 
an event takes place during a fiscal 
period that would result in failure 
to meet any one of the requirements, 
the company would fail to qualify as 
a personal corporation for that taxa- 
tion year, and it would lose its exemp- 
tion, not only for the balance of the 
year, but for the entire fiscal period. 
In order to preserve the corporation’s 
exemption for the part of the year 
prior to the event that resulted in its 
disqualification, the company may 
apply to have its year-end changed 
to a date immediately preceding the 
event. Whether or not such a request 
is likely to be approved by the De- 
partment will depend on the circum- 
stances. It is understood, however, 
that approval is normally granted in 
cases where loss of personal corpora- 
tion status would otherwise result 
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from the death of the controlling 
shareholder of the company. 


Conversely, it may be desirable 
to have the year-end changed when 
a company is able to meet all of 
the tests of personal corporation 
status for the first time. If, for ex- 
ample, a company, controlled by an 
individual resident in Canada, ceases 
to carry on active business during a 
fiscal period, it may wish to terminate 
the fiscal period at that point so that 
its income for the balance of the year 
may qualify for exemption. 


Similar considerations apply in the 
case of companies that qualify for 
special treatment under other pro- 
visions of the Income Tax Act, such 
as those relating to investment com- 
panies, non-resident-owned _ invest- 
ment corporations, and foreign busi- 
ness corporations. 


Instalment Payments 

One problem in connection with a 
change in year-end arises from the 
fact that the instalment payment re- 
quirements of the Income Tax Act do 
not make special provision for short 
fiscal periods. Corporations are re- 
quired to pay the estimated tax for 
every taxation year in 12 monthly in- 
stalments, the last of which is due 6 
months after the end of the fiscal 
year. Thus, in the case of a short year 
of say 3 months, the first 3 instal- 
ments would be due before the end of 
the previous year. This results in 
overlapping of the instalment pay- 
ments for the short fiscal period with 
those for the previous taxation year. 
It is understood that, in the case of 
a short fiscal period of less than 7 
months duration, the income tax 
authorities will, in practice, only re- 
quire instalment payments commenc- 
ing with the first month of the taxa- 
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tion year. In the case of fiscal periods 
of 7 months or longer, however, the 
normal requirements are not relaxed. 
In any event, there will be some 
duplication of instalment payments 
for the short fiscal period and those 
required in respect of the previous 
taxation year. 


In addition to this problem, there 
is the added difficulty of estimating 
the minimum instalment payments 1e- 
quired in respect of a short fiscal peri- 
od. The first 9 instalments required 
to be paid by a corporation must be 
based either on the estimated taxable 
income for the current year or the 
actual taxable income for the previ- 
ous year. In view of the heavy in- 
terest rates charged on deficient in- 
stalment payments, companies are fre- 
quently reluctant to base instalment 
payments on their estimate of the in- 
come for the current fiscal period 


even though this is expected to be 
less than that of the previous fiscal 


year. To be on the safe side it is 
normal to base instalment payments 
on the taxable income of the previous 
fiscal period. However, to do so in 
the case of a short period would often 
involve overpayments of tax since 
the payments would be based on tax- 
able income for a full 12-month peri- 
od. Thus, not only are instalment 
payments in respect of a short fiscal 
period likely to overlap with those of 
the previous year, but they are also 
likely to prove excessive unless the 
company is prepared to run the risk 
of incurring interest penalties should 
its instalments prove to be deficient. 


It seems clear that the instalment 
payment requirements of the Income 
Tax Act are not suited to short fiscal 
periods, and require amendment. One 
improvement would be to change the 
timing of instalment payments in the 
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case of a short fiscal period so that 
the first payment would become due 
in the 7th month following the begin- 
ning of the year. This would over- 
come any overlapping of the instal- 
ment payments for the short period 
with those for the previous year. It 
would also give the company a better 
opportunity to estimate the taxable 
income for the current period so that 
it would avoid the unpleasant choice 
of making substantial overpayments 
of tax, or running the risk of incur- 
ring heavy interest penalties should 
the instalments prove to be inade- 
quate. 


It might be noted, however, that 
there is at least one compensation for 
these difficulties. The first 9 instal- 
ment payments required for the full 
year following the short fiscal period 
may be based on the taxable income 
for the short period rather than on 
the taxable income for a full 12- 
month period. Thus, a corporation 
may find that its first 9 instalment 
payments for the year following the 
short period are much less than 
normal. 


Fiscal Change and Unincorporated 
Business 

A change in the fiscal period of a 
proprietorship or a partnership made 
with the approval of the Minister may 
result in two fiscal periods of the 
business falling within one calendar 
year. However, section 37(1) of the 
Income Tax Act permits the proprie- 
tor or partners of the business to 
avoid paying peak rates of tax on the 
excess of the income for the two 
periods over 12 months share of that 
income. Thus, if the fiscal period of 
a proprietorship is changed from 
March 81 to September 30, the 
income of the proprietor would in- 





clude the income for two fiscal peri- 
ods ending in the calendar year in 
which the change is made, i.e. the 
12-month period ending March 31 
and the 6-month period ending Sep- 
tember 30. In such circumstances, the 
income from the business may be ap- 
portioned on a daily basis and tax 
may be computed by including in 
income only 12 months share of the 
business income for the two fiscal 
periods ending in the year, together 
with all income for the year from 
other sources. Tax on the balance of 
the business income for the two peri- 
ods is then computed at the average 
rate of tax payable in respect of the 
reduced taxable income for the year. 


In the case of a partnership it is 
not necessary that all partners elect 
to take this optional method of pay- 
ing tax. Some may choose to include 
the entire income for the two fiscal 
periods in income for the year and 
pay tax on the full amount at regu- 
lar rates. This would not affect the 
right of other partners to pay tax 
at the average rate on the excess over 
12 months share of the business in- 
come for the two periods. If the op- 
tion is chosen, the taxable income for 
the year from the business may not be 
reduced by the carry forward or back 
of a loss from the same business in 
other fiscal periods. 


It should be noted that this option- 
al method of computing tax would 
have a favourable result in the case 
of an individual who had substantial 
dividend income. The 20% dividend 
tax credit would result in lowering 
the average rate of tax applied to the 
excess portion of the business income. 
Thus, in effect, the taxpayer would 
obtain the benefit of the 20% credit in 
respect of part of his business income 
for the year. 
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In practice the Taxation Division 
has taken the position that the pro- 
visions of section 87(1) do not apply 
to the case of a partnership or pro- 
prietorship whose fiscal year has been 
terminated as a result of the sale 
of the business or dissolution of the 
partnership, even though this may re- 
sult in two fiscal periods ending in 
one year. In some such cases the pro- 
visions of section 37(2) may apply to 
grant similar relief to that provided 
for in section 37(1). However, the 
circumstances in which section 37(2) 
apply are quite narrow. In other 
cases, where the fiscal period of a 
partnership or proprietorship is 
broken by the sale of the business or 
dissolution of the partnership in such 
a way that two fiscal periods would 
fall within one year, the difficulty 
may be overcome by electing under 
section 15 to have the broken fiscal 


period extended to the normal year- 
end date. 


Other Effects of a Change 


Many special provisions of the In- 
come Tax Act dealing with particular 
circumstances would be affected by a 
change in the length of the taxation 
year. For example, loans made by a 
corporation to its shareholders not re- 
paid before the end of the taxation 
year following that in which the loan 
was made, may be included in the 
income of the shareholder as a deem- 
ed dividend. A change in the fiscal 
period of the corporation may shorten 
the period within which the loan must 
be repaid if a deemed dividend is to 
be avoided. Similarly, there is pro- 
vision for denying a deduction for an 
expense that has not been paid for 
before the end of the year following 
that in which the expense was incur- 
red if the person to whom the pay- 
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ment is due is not dealing at arm’s 
length with the taxpayer. Here again 
a change in the fiscal period of the 
taxpayer would shorten the period 
within which payment is required in 
order to qualify the expense for de- 
duction in the year in which it was in- 
curred. 

It is interesting to note that no re- 
duction is made in the maximum de- 
ductible contribution for each em- 
ployee under a pension plan. The 
maximum deduction is $1,500 for each 
employee in any taxation year and 
this maximum is not reduced in the 
case of a short year. Similarly, the 
maximum deduction of $5,000 for a 
farm loss of a gentleman farmer is 
not reduced in the case of a short 
fiscal period. Other provisions affect- 
ed by a change in the length of the 
taxation year are those relating to 
averaging for farmers and averaging 
in respect of recapture of deprecia- 
tion. 

Provincial Taxes 

The effect of a change in fiscal peri- 
od on provincial taxes should also be 
borne in mind. The provisions of the 
Ontario Corporations Tax Act in re- 
spect of fiscal periods and changes in 
fiscal periods are similar to those of 
the federal Income Tax Act. The 
Quebec Corporation Tax Act, how- 
ever, does not define the term “fiscal 
period” and makes no special refer- 
ence to requirements for approval of 
a change. The Quebec Income Tax 
Act, relating to individuals, contains 
provisions similar to those of the 
federal Income Tax Act, and in- 
cludes, for example, a provision sim- 
ilar to that of section 87(1) of the 
federal Act, granting an optional 
method of computing tax in cases 
where two fiscal periods end in the 
same calendar year. 
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In the case of a corporation, a 
change in vear-end may have an im- 
portant effect on capital and place 
of business taxes payable to Ontario 
or Quebec. It is understood that 
Quebec will normally grant abate- 
ment of the capital and place of 
business taxes otherwise payable in 
respect of a short fiscal period. How- 
ever, no such abatement is provid- 


THE CANADIAN CHARTERED ACCOUNTANT, NOVEMBER, 1959 


payable to Ontario where there would 
not otherwise be any such liability. 


Conclusion 

It will be seen that the initial 
choice of the fiscal year-end, or a 
decision to change a fiscal period that 
had been established may involve a 
number of important tax conse- 
quences. While such decisions will 
normally be dictated by business and 


ed for in the Ontario Corporations 
Tax Act. Capital and place of busi- 
ness taxes are payable to Ontario only 
to the extent that such taxes exceed 
the Ontario tax on income. In a 
short fiscal period, however, it may 
be that the Ontario tax on taxable in- 
come would be reduced below the 
nominal tax on capital and place of 
business. As a result, capital and 
place of business taxes may become 


accounting considerations, the tax im- 
plications should not be overlooked. 


There are, of course, many special 
circumstances not referred to above 
in which a change in year-end may 
have tax significance. It is hoped, 
however, that this discussion will 
serve to draw attention to some of the 
more important points commonly en- 
countered in considering the adoption 
of a new fiscal period. 


The Auditor in Brazil 


The auditor occupies a unique position in Brazil, and auditing practice 
there has some unusual aspects. The word “auditor” in Portuguese has 
retained its original Latin meaning of “a person who listens”, and is in- 
variably linked with judicial proceedings. Through the influence of the small 
number of British auditing firms which have been practising in Brazil for 
many years, the English meaning of the word has gained popularity in 
business circles, although it is not recognized in the employment classifica- 
tions of the Ministry of Labour in Rio de Janeiro. 

This does not mean that the necessity for verification of financial accounts 
has not been recognized in Brazil for many years. Company law, for instance, 
stipulates that public companies must elect, in addition to their other officers, 
a “conselho fiscal” (fiscal council) of three independent persons whose job it is 
to go through the company’s accounts and express an opinion on them. 
After the financial accounts have been entered in the journal, this opinion 
is written into a minute book kept for this purpose and signed by the council 
members. Three substitutes are also elected in case anything happens to 
prevent council members from acting. The opinion and signatures are 
published with the accounts, and the fiscal council becomes responsible, with 
the other company officers, for what is represented in the publication. 

—Daniel J. Lowry, “Accounting and Auditing 
in Brazil: Some Aspects of Current Practice”, 
The Arthur Andersen Chronicle, July 1959. 
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Accounting Research 


(Recognizing the importance of ac- 
counting and auditing research to the 
members of the C.I.C.A., those re- 
sponsible for the planning of the 
1959 annual conference arranged for 
several sessions to be devoted to the 
discussion of currently contentious 
subjects in this field. It is planned to 
publish condensations of some of the 
papers and discussions in this depart- 
ment in forthcoming issues. The first 
such paper appears below.) 


VALUATION OF INVENTORIES — 
MEANING OF MARKET 


Gertrude Mulcahy, C.A. 
C.I.C.A. Research Associate 


In the area of accounting for inven- 
tories there have developed over the 
years certain basic concepts and prac- 
tices which have become generally 
accepted by accounting authorities 
and accountants throughout the 
world. Yet there are some important 
aspects on which there does not ap- 
pear to be unanimity. The meaning 
of the word “market” as used in the 
basis of valuation “lower of cost or 
market” is one of the most controver- 
sial issues. 

There are two main interpretations 
of the term “market” as used in con- 
nection with the valuation of inven- 
tories; one is based on replacement 
cost and the other on realizable value. 


In order to understand the thinking 
behind these interpretations, it is ne- 
cessary to know the background and 
principles involved in the lower of 
cost or market basis of valuation. 


In line with the basic concept that 
accounting is based on cost, it is gen- 
erally accepted that the primary basis 
of accounting for inventories is cost. 
However, it is also generally accepted 
that a departure from the cost basis 
is required in order to recognize 
losses inherent in changes in price 
levels, deterioration damage and ob- 
solescence of goods. The rule of 
valuing inventories at the lower of 
cost or market has been long estab- 
lished as the most suitable method 
by which the measurement and rec- 
ognition of such losses can be ac- 
complished. It conforms with the old 
rule of accounting conservatism “an- 
ticipate no profits and provide for all 
possible losses”, and it is perhaps one 
of the most generally accepted appli- 
cations of conservative accounting 
principles. This paper will be limit- 
ed to situations precipitated by de- 
clines in price levels. 

There are two main views as to the 
nature of the losses which the cost or 
market rule is intended to recognize. 
One is that it is a loss of value, the 
other is that it is a loss of utility. In 
the first, the emphasis is on asset val- 
uation whereas the latter emphasizes 
income measurement. 


When the cost or market rule was 
first developed and accepted, the bal- 
ance sheet was the principal state- 
ment, and relatively little considera- 
tion was given to the income state- 
ment or to the proper measurement 
of profits. With the emphasis on the 
balance sheet, the primary essential 
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was a conservative valuation of the 
assets shown thereon for the purposes 
of properly reflecting the financial po- 
sition. The rule of lower of cost or 
market was therefore looked upon as 
intending to provide a means of 
measuring the value of the asset and 
thereby determining the amount of 
irrevocable costs or loss of value 
which must be recognized and ac- 
counted for in the current period. 
Under the loss of value concept, as a 
result, market was interpreted as net 
realizable value. 


The loss of utility concept gained 
support with the increasing emphasis 
on adequate measurement of periodic 
income and the resulting shift in em- 
phasis from asset valuation to the 
matching of appropriate costs against 
revenue. The stand was taken that 
only the useful cost of the goods on 
hand at any specific time should be 
carried forward to be charged against 
the revenue derived from their sale. 
The useful cost was said to be meas- 
ured by the equivalent expenditure 
which would have to be made in the 
ordinary course of business to procure 
goods corresponding to those pres- 
ently on hand. From this it is argu- 
ed that if the inventories could be 
repurchased or reproduced in the or- 
dinary course of business at less than 
the costs incurred in acquiring and 
producing them, the loss of useful- 
ness should be recognized by writing 
the asset down to current replace- 
ment cost. 


The rule of lower of cost or mar- 
ket was therefore looked upon as in- 
tending to provide a means of mea- 
suring residual usefulness of the in- 
ventory and thereby determining the 
amount of the loss of utility or use- 
fulness which must be recognized and 
accounted for in the current period. 
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Under the loss of utility concept, as 
a result, market was interpreted as 
replacement cost. 


So much for the background de- 
velopment of the two principal in- 
terpretations of “market”. Now let 
us look at some of the points current- 
ly being raised by the supporters of 
each of these interpretations. The In- 
stitute of Chartered Accountants in 
England and Wales points out that 
the fact that, at the time of valuation, 
the goods could have been acquired 
at a sum less than their cost only in- 
dicates that the expected profit is less 
than it might have been had it been 
possible to acquire all the inventory 
at the accounting date. The circum- 
stance has not caused a trading loss 
but only indicates that the ultimate 
result under other conditions might 
have been better. On the other hand, 
if at the time of the valuation it is 
clear that the selling price will not 
cover cost and expenses yet to be 
incurred before the goods are dis- 
posed of, a trading loss will be 
suffered and provision is necessary to 
meet this anticipated loss. Thus the 
Institute recommends that market 
value should be calculated by refer- 
ence to the price at which it is es- 
timated that the stock-in-trade can 
be realized after allowing for ex- 
penditures to be incurred before dis- 
posal. The American Accounting As- 
sociation in its 1958 revision of “Ac- 
counting Concepts and Standards 
Underlying Corporate Financial State- 
ments” supports this interpretation. 

The American Institute of Certified 
Public Accountants supports the re- 
placement cost interpretation on the 
grounds that the decline in replace- 
ment cost below actual cost indicates 
that the usefulness of the inventory 
as revenue-producing potential has 
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declined and that this loss should be 
charged against the revenues of the 
period in which it occurs. This in- 
terpretation assumes that the decrease 
in purchase or reproduction costs will 
be accompanied by a similar decrease 
in selling price before the disposal of 
the inventory. Reducing the inven- 
tories to replacement cost reduces the 
profits of the year in which the cost 
price decline took place and transfers 
the goods to the next period at a 
price which will presumably permit 
the earning of a normal gross profit 
on their sale. In recognition of the 
arguments of opponents of this theory 
who point out that decreases in sell- 
ing prices do not invariably parallel 
decreases in replacement cost, the 
American Institute restricts the ap- 
plication of replacement cost in some 
cases. It recommends that where 
evidence indicates that cost will be 
recovered with an approximately 
normal profit upon sale in the ordin- 
ary course of business, no loss should 
be recognized even though replace- 
ment or reproduction costs are lower 
than costs incurred. On the other 
hand, it recommends the use of net 
realizable value when this is less than 
replacement cost on the grounds that 
it more appropriately measures the 
loss of revenue-producing potential 
under these circumstances. 


The principal difference in the two 
concepts in the final analysis con- 
cerns the question of whether or not 
a normal profit should be provided 
for in the following period. The dif- 
ferences of opinion on this subject 
reduce themselves to the question of 
whether a reduction in replacement 
cost, accompanied by a drop in sell- 
ing price, which reduces but does not 
eliminate the profit margin, evidences 
a loss which should be accounted for 
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in the period in which it occurs. The 
supporters of the replacement cost 
believe it does, since it represents a 
loss of revenue-producing potential, 
and they use the difference between 
incurred and replacement cost to 
measure the cost of inventory services 
consumed by the fall in selling price. 
The supporters of the realizable value 
believe it does not, insisting instead 
that as long as selling price is expect- 
ed to return a number of dollars 
equal to incurred cost of the in- 
ventory, plus cost to complete and 
dispose, no loss has been sustained. 


A variation of the realization theory 
is that there should also be a deduc- 
tion for normal gross profit. It has 
been sometimes argued that a deduc- 
tion for normal profit should be made 
in order to relieve the coming year, 
and the management for that year, of 
the burden of an opening inventory 
valued above the price on which a 
normal profit may be realized. This 
argument would be more convincing 
if it was converted into a candid 
plea for a valuation designed to en- 
sure a normal profit in the succeeding 
year. It could be argued that the 
effect of this deduction is to transfer 
profits into a future year by taking 
up losses in the current year. Neither 
the English Institute nor the Amer- 
ican Accounting Association mentions 
this type of interpretation. The Amer- 
ican Institute provides it as the low- 
est limit in the interpretation of the 
term “market”. 


In valuing inventories, judgment 
must always be exercised since the 
blind acceptance of market according 
to a particular interpretation without 
consideration of the state of market 
according io the other interpretations 
may not produce the fairest value. 
The American Institute recognizes 
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this fact and, in recommending the 
the use of replacement cost, points 
out that it is only adequate as long 
as it is not higher than net realizable 
value or iower than net realizable 
value less normal profit. Similarly, 
the English Institute, although recom- 
mending net realizable value, recog- 
nizes that replacement cost may be 
used only when it does not exceed 
net realizable value. 


From this it seems obvious that, in 
the process of inventory pricing, the 
basic interpretations of market can- 
not be completely divorced of each 
other. Each must be taken into ac- 
count. The selection of the basis will 
therefore depend upon the individual 
preference and particular circum- 
stances existing at the time the valua- 
tion is being made. 


Because of the varying circum- 
stances encountered in the pricing of 
inventories, the issue of a meaning 
for the term “market” should not be 
approached from the point of view 
of establishing a rule for the actual 
pricing of inventories. A more logical 
approach would be to try to come to 
some agreement as to the basis of in- 
ventory valuation for which the ex- 
pression “lower of cost or market” or 
merely “market” can be said to be 
properly descriptive. We could then 
limit the use of the expression to this 
basis and require that any departure 
therefrom be explained by substitut- 
ing, for the word “market”, termin- 
ology properly descriptive of the 
basis used. The English Institute has 
achieved this objective by designating 
that “market” means net realizable 
value, and requiring that where re- 
placement cost has been used the 
basis of valuation should be described 
in the balance sheet as being at the 
“lower of cost or replacement value”. 
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In arriving at a decision as to 
which of the meanings should be 
selected, we cannot completely ignore 
the theories and principles behind the 
various interpretations but try to 
select the one which we feel the term 
“market” most clearly identifies. To 
provide a basis for discussion and to 
indicate a personal preference which 
may or may not be correct, two sug- 
gestions may be made. 


The first is that in the descrip- 
tions of the basis of valuation of 
inventories, for purposes of financial 
reporting and maybe even for ac- 
counting purposes, the term “mar- 
ket” should not be used, but that 
words such as “net realizable value”, 
“replacement cost” or “net realizable 
value less normal profit” should be 
used instead. This would do away 
with the expression “lower of cost or 
market”. 


The second suggestion is that, if it 
is felt that the expression “lower of 
cost or market” should be retained, 
the word “market” should be limited 
to mean net realizable value. This 
would mean that where either re- 
placement cost or net realizable value 
less normal profit is used, the descrip- 
tion would be “lower of cost or re- 
placement value” or “lower of cost or 
net realizable value less normal 
profit”. 

The selection of “net realizable 
value” represents a personal opinion 
and should not be misconstrued as in- 
dicating the thinking of the Research 
Committee. This interpretation seems 
the most logical since the sustaining 
of a loss depends on the circum- 
stances of disposal, not replacement, 
and because I cannot accept the 
theory that the valuation should pro- 
vide for normal profit in the follow- 
ing period. 
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The Auditor’s Report 

In September 1951, the C.I.C.A. 
Committee on Accounting and 
Auditing Research issued Bulletin No. 
6 on “The Auditor’s Report”. In this 
bulletin there was presented for the 
first time in Canada a standard form 
of auditor’s report which in the com- 
mittee’s view fulfilled the require- 
ments of the Companies Act (Can- 
ada) and which could, with modifica- 
tion, be used for companies incorpor- 
ated under other Acts and for unin- 
corporated businesses. 

In explaining its reasons for pre- 
senting a standard form of report the 
committee stated that a review of 
the then existing practice had re- 
vealed a very wide variation in the 
forms used by Canadian auditors 
even when presenting routine un- 
qualified reports. This variation was 
felt by the committee to be unneces- 
sarily confusing to the reader of 
financial statements. The principal 
purpose of the bulletin was the elim- 
ination of this confusion by the 
presentation of a standard form of 
report. However, the committee took 
the opportunity provided to discuss 
the nature of an auditor’s examination 
and the responsibility which he would 
be presumed to have accepted when 
he issued an unqualified report. 


The Supplement to Bulletin No. 6 
was issued in September 1954 in 
order to deal with the changes in the 
standard form of report required to 
obtain conformity to the provisions of 
the Ontario Corporations Act, 1953. 
The question of including a reference 
in the auditor’s report to consistency 
in the application of generally ac- 
cepted accounting principles was also 
dealt with. It was the opinion of the 
committee at that time, however, that 
despite the example provided by the 
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United States practice of including 
such a reference, a specific mention of 
consistency was not required unless 
there had been a change in the ap- 
plication of accounting principles. Ac- 
cordingly, the Supplement to Bulletin 
No. 6 concluded with the statement 
that “in the absence of disclosure to 
the contrary consistency in the ap- 
plication of accounting principles 
from year to year is implied”. 

Since the issue of the Supplement 
to Bulletin No. 6, the committee has 
come to believe that dealing with 
the question of consistency by impli- 
cation is less satisfactory than the 
positive approach. Accordingly, a new 
standard form of auditor’s report in- 
cluding a reference to the applica- 
tion of generally accepted accounting 
principles on a basis consistent with 
that of the preceding year has been 
prepared. This revised form of re- 
port, together with the committee’s 
views on the necessity for the change, 
is being issued as Accounting and 
Auditing Research Bulletin No. 17. 
Its text is set out below. 


It will be noted that the new 
standard form of report shown in 
Bulletin No. 17 differs from that given 
in Bulletin No. 6 not only in the 
reference to consistency but also by 
the use of the phrase “presents fairly” 
in place of “exhibits a true and cor- 
rect view”. In this respect it follows 
the form set out in the Supplement to 
Bulletin No. 6. This change has been 
made, despite the necessity of using 
the older form in many statutory 
audits, to indicate the committee's 
preference for the newer form and 
to emphasize that the older wording 
should not be used except when it 
is specifically required by statute. 


For similar reasons, several rather 
meaningless phrases commonly re- 
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quired by the various statutes have 
also been omitted. As a result refer- 
ences to “obtaining all the informa- 
tion and explanations required”, “to 
the best of my information and the 
explanations given to me”, and “as 
shown by the books” do not need to 
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be included unless there is a specific 
statutory provision to that effect. 

Since it will supersede Bulletin No. 
6, the bulletin also includes a brief 
comment on the nature and scope of 
an auditor's examination. 


C.LC.A. Research Bulletin No. 17 
October, 1959 
(Superseding Bulletin No. 6 and the Supplement to Bulletin No. 6) 


THE AUDITOR’S REPORT 


1. In Bulletin No. 6, issued in Sep- 
tember 1951, and the supplement 
thereto, issued in September 1954, the 
committee on Accounting and Audit- 
ing Research recommended a stand- 
ard form of auditor’s report to be 
used in reporting upon the financial 
statements of limited companies which 
could, with modification, be used also 
in connection with partnerships, sole 
proprietorships and associations. 

2. The use of standard wording was 
suggested by the committee to over- 
come confusion caused by differences 
in the manner in which auditors 
stated their unqualified opinion. The 
great majority of the reports appear- 
ing with published financial state- 
ments of limited companies now fol- 
low the recommended form. 

8. The present bulletin is issued to 
supersede Bulletin No. 6 and supple- 
ment. The major change now recom- 
mended is the inclusion in the report 
of a reference to conformity with gen- 
erally accepted accounting principles 
and consistency in their application. 


Scope of Examination 
4, An auditor’s opinion upon finan- 
cial statements is given only after an 


examination of such a nature and 
scope as will justify the expression of 
an opinion. Whether or not specifical- 
ly required by statute, it is accepted 
practice for the auditor to express, in 
his report, an opinion on the state- 
ments of profit and loss and surplus as 
well as on the balance sheet. 


5. It is generally agreed that it is 
seldom necessary or desirable to 
make a detailed examination of every 
transaction in order to be able to ex- 
press an opinion. The nature and 
scope of the examination will vary ac- 
cording to the circumstances of each 
case, and will depend upon the 
auditor’s judgment of the effective- 
ness of the system of internal con- 
trol and of the reliability of the ac- 
counting methods. Therefore, the 
auditor’s report should include direct 
reference to the scope of his examina- 
tion. 


Conformity and Consistency — 
Generally Accepted Accounting 
Principles 

6. Basic concepts of sound account- 
ing have evolved over the years, and 
have been developed and recognized 
generally by accountants. Within the 











ACCOUNTING RESEARCH 





framework of basic concepts of sound 
accounting, certain rules, conventions, 
or practices have gained general ac- 
ceptance as appropriate methods of 
applying these concepts in particular 
circumstances. The basic concepts of 
sound accounting and the acceptable 
methods of applying them are refer- 
red to as “generally accepted account- 
ing principles”. An auditor, in form- 
ing an opinion as to the fairness of 
the presentation in financial state- 
ments, will determine whether the 
statements have been prepared in 
conformity with generally accepted 
accounting principles and whether 
these principles have been applied on 
a basis consistent with that followed 
in the statements of the preceding 
year. 


7. When Bulletin No. 6 and sup- 
plement were issued, the committee 
did not recommend that the auditor 
need report affirmatively if conférm- 
ity and consistency had been follow- 
ed. It was considered that, in the ab- 
sence of any disclosure to the con- 
trary, coniormity with generally ac- 
cepted accounting principles and con- 
sistency in their application were im- 
plied. On reconsideration, the com- 
mittee has concluded that, because of 
the importance of conformity with 
generally accepted accounting prin- 
ciples and of consistency in their ap- 
plication, dealing with these matters 
by implication is less satisfactory 
than disclosure by positive statement. 
The committee also believes that the 
positive approach will bring about a 
greater awareness on the part of the 
auditor of the significance and im- 
portance of both of these matters. 


8. An increasing number of Can- 
adian companies are required to com- 
ply with the rules of financial re- 
porting in the United States, by rea- 
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son either of their association with 
companies in that country or of the 
sale of their securities in the United 
States. As a result, many auditor’s 
reports appearing with published 
statements of Canadian companies al- 
ready include references to both con- 
formity and consistency. This may 
confuse readers unfamiliar with ac- 
counting terminology and practices 
and could lead them to unjustifiable 
doubts as to the reliability of the 
opinion of the auditor where no such 
reference is made. 


9. For these reasons, the committee 
now recommends that the auditor’s 
report should include an expression of 
opinion as to whether or not the 
financial statements have been pre- 
pared in accordance with generally 
accepted accounting principles ap- 
plied on a basis consistent with the 
preceding year. 


“Present Fairly” 

10. In the form of auditor’s report, 
recommended originally, the expres- 
sion “exhibit a true and correct view” 
was used tc comply with statutes, 
such as the Companies Act, 1934 
(Canada). The committee believes 
that this expression might be inter- 
preted as implying a degree of exact- 
itude which is non-existent, and 
therefore recommends that, unless 
specifically required by statute, the 
words should be replaced by the 


more general expression “present 
fairly”. 
The Auditor’s Report 


11. When the auditor is reporting 
upon the financial statements of a 
limited company and is in a position 
to express an unqualified opinion, it 
is recommended that his report take 
the following form: 
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AUDITOR’S REPORT 
To the Shareholders of 


I have examined the ane — of . 
as at _.and the stavements of profit and loss 


and surplus for the year ieee on that date. My examination included 
a general review of the accounting procedures and such tests of account- 
ing records and other supporting evidence as I considered necessary 
in the circumstances. 
In my opinion the accompanying balance sheet and statements of profit 
1 oo and surplus present fairly the financial position of the company 
ee. and the results of its opera- 
= for the year ended on that date, in accordance with generally 
accepted accounting principles applied on a basis consistent with that 


of the preceding year. 


12. The wording of the titles of the 
financial statements used in the above 
recommended form of report is illus- 
trative only. If other titles are used 
for the financial statements, the 
auditor should use such titles in his 


report. 


18. The form of report, set out in 
paragraph 11, may be modified to 
fulfil specific statutory requirements 
for banks, trust companies, railways, 
etc. and the requirements of Com- 
panies Acts. With minor changes, it 


may be appropriate also in reporting 
upon the financial statements of part- 
nerships, sole proprietorships and as- 
sociations. 

As indicated, the above recom- 
mended form of report should be 
used where the auditor is in a posi- 
tion to express an unqualified opinion. 
In cases where a qualified opinion is 
intended, the form should be modi- 
fied in order to convey clearly that 
the auditor intends an exception to 
his opinion and to explain the nature 
of the exception. 


COMMITTEE ON ACCOUNTING AND AUDITING RESEARCH (1959-60) 

H. I. Ross, (Chairman), Paul Bruneau, Marcel Caron, E. A. Christenson, J. R. 
Church, F. R. Ferguson, F. A. Griffiths, T. A. M. Hutchison, H. R. Macdonald, L. G. 
Macpherson, I. E. Millie, H. D. Rendall, R. M. Skinner, E. N. H. Wright. 
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Practitioners Forum 


RELATIONS WITH BANK MANAGERS 


Many small businesses need bank 
credit in order to operate. One of 
the important documents considered 
by bankers, when determining the 
amount of credit they will extend, is 
the client’s financial statements. Ac- 
countants and bankers have a com- 
mon interest in seeing that their 
clients handle their funds effectively, 
and both give them financial advice. 


In the interests of furthering mu- 
tual understanding, a survey of bank 
managers as to their views regarding 
practising chartered accountants was 
carried out. The idea for this sur- 
vey and the method of approach was 
originally devised by D. K. Maclen- 
nan, C.A. who conducted a similar 
survey, on a smaller scale, in the 
Windsor area. A draft of the ques- 
tions to be used was discussed with 
two chartered accountants employed 
at head offices of banks in Toronto 
and with two local bank managers. 
They suggested several changes 
which were incorporated. 


Extent of Survey 

For the current survey, five Practi- 
tioners Forum panel members outside 
Ontario and nine partners of the edi- 
tor’s firm in Ontario were asked to 
participate. Each was requested to 
contact five banks. 

The panel participants were George 
F. Abbott, Montreal; A. F. Gosling, 
Moncton; N. C. Hagan, Moose Jaw; 
D. A. Ross, Calgary, and W. L. C. 
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Wallace, Vancouver. They returned 
20 completed questionnaires. 

The participants in Ontario were 
W. A. Gregory, Ridgetown; W. J. Al- 
dersley, Hanover; W. C. Partridge, 
St. Catharines; H. A. Watson and J. 
R. Rathwell, Lindsay; W. H. Buttrey, 
Gananoque; and A. D. Hall, D. K. 
McNair, C. R. Welch and myself in 
Toronto. They returned 34 complet- 
ed questionnaires. 

Accordingly, the coverage both by 
size of town and location was rea- 
sonably extensive. As a matter of in- 
terest, the replies were studied to see 
if there was any difference in the 
responses which could be attributed 
to the area, the size of the commun- 
ity, or the size of the branch of the 
bank. 


Analysis of Replies 

The 54 replies represented a little 
better than a_ two-thirds response 
from the 75 banks contacted. Re- 
plies were received from the follow- 


ing banks: 

Commerce 10 
Imperial 6 
MRMEOENY > Ses srade 8 
NGVEOSCOHR.!.5.206.00.4. 240% 10 
OR i Fad sere k oie cE 7 
Toronto-Dominion ....... 10 
Name not shown 3 

54 


Eight replies were from main 
branches in large cities; 46 were from 
small branches. 
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Replies were received from the fol- 
lowing provinces: 


Alberta 4 
British Columbia 4 
New Brunswick 5 
Ontario 34 
Quebec 2 
Saskatchewan 5 

54 


This is weighed heavily in favour 
of Ontario because two-thirds of the 
survey participants were from On- 
tario. 

Twenty-five replies were from 
branches in cities of 50,000 or larger, 
and 29 were from branches in smaller 
communities. 


Contents of Survey 


The chartered accountants partici- 
pating in the survey were provided 
with a specimen letter to write to 
‘the bank selected, and a supply of 4- 
page questionnaires and specimen fi- 
nancial statements. The question- 
naire, headed “General Questionnaire 
as to Bankers’ Views Regarding 
Chartered Accountants”, consisted of 
seven questions requiring ‘yes’ or ‘no’ 
answers, and three general questions 
requiring written answers. 


The procedure suggested was that 
the practitioners contact the bank 
managers on the telephone and then 
mail them the material provided, with 
the covering letter typed on their 
own letterhead. This was followed 
up by calling on the banker to dis- 
cuss the questionnaire and the speci- 
men statement. 


We plan to give the bankers who 
participated copies of the two issues 
of The Canadian Chartered Account- 
ant magazine which contain this re- 
port on the survey. Each question is 
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stated below and is followed by a re- 
port on the replies. The bank man- 
agers were not asked for comments 
on the first seven questions. How- 
ever, some were made, presumably 
because the managers considered 
them important. 


The Survey 


Question No. 1 


“Should auditors make themselves 
better known to bank managers per- 
sonally, in order to build a closer re- 
lationship?” Fifty-two answered in 
the affirmative as might be expected. 
Presumably this does not indicate dis- 
satisfaction on the part of bank man- 
agers with their relationship with 
chartered accountants, but an ack- 
nowledgment that it is to our mutual 
advantage to get to know one an- 
other better. One qualified his ‘yes’ 
answer with “but only as individuals, 
not to discuss affairs of mutual 
clients”, and another added, “and 
bank managers to auditors”. 


Question No. 2 


“Do borrowers generally make full 
use of the help available from their 
auditor when credit is being arrang- 
ed with the bank?” This was answer- 
ed ‘yes’ by enly 12 banks. Three of 
the affirmative replies were from Sas- 
katchewan. The larger branches gave 
only one affirmative response out of 
eight reporting, and the larger city 
branches only three out of 25. Two 
bankers did not answer this question. 
Two comments made were “Perhaps 
this adds to the auditor’s fee” and 
“Statements might help”! 


With less than 25% of borrowers 
making full use of their auditors, a 
substantial potential for additional 
services to our clients is indicated. 




















PRACTITIONERS FORUM 





More active participation, by audi- 
tors, in arranging bank credit might 
be construed as conflicting with an 
auditor’s independence, but the bank- 
ers have not taken this attitude. They 
agree that we can help our clients’ 
relations with their bankers by stress- 
ing the need for sound financial poli- 
cies. 


Question No. 3 


“Do you concern yourself with the 
qualifications or reputation of audi- 
tors, who report on statements used 
in granting credit?” There were 53 
affirmative answers to this question. 
This is a surprisingly high percent- 
age, and indicates the importance of 
an auditor doing good work and 
building a good reputation. Ob- 
viously, bankers do not rate all public 
accountants equally and take note of 
who did the auditing when consider- 
ing the financial statements. 


Question No. 4 


“During the last year have you 
granted more credit to any customer, 
than was advisable, because you were 
misled by an audited statement?” 
Only one bank replied in the affirma- 
tive to this question. Could the high 
percentage of negative responses be 
due to the reliability of audited state- 
ments? No, the real reason is be- 
cause bankers do not rely mainly on 
audited statements when granting 
credit. 


Question No. 5 


“When an auditors’ report is un- 
qualified, do you assume that the 
auditor has checked the accounts re- 
ceivable by direct communication 


with the debtors?” Fifteen managers, 
all from small branches, replied ‘yes’. 
Five were from branches in large 
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cities and ten from small towns. 
Twelve were from Ontario. 


This question was intended to de- 
termine the bankers’ knowledge of 
chartered accountants’ auditing stand- 
ards. The enswers indicate a general 
lack of knowledge of auditors’ rou- 
tines and reporting standards, which 
is perhaps quite understandable. 
Some bankers added comments to 
clarify their ‘no’ responses. Two 
stated they usually inquired from the 
auditors. Three stated they did not 
assume this work had been done un- 
less it was specifically mentioned in 
the report. 


Question No. 6 


“When an auditors’ report is un- 
qualified, do you assume that the au- 
ditor attended at physical stock-tak- 
ing?” Only five managers, all with 
small branches, answered ‘yes’. The 
small number of ‘yes’ answers, less 
than 10%, is not surprising. The sur- 
vey was conducted before Bulletin 
No. 16 “The Auditor’s Responsibility 
for the Validity of the Inventory Fig- 
ure” was issued in May 1959. This 
bulletin superseded Bulletin No. 7 
issued in 1951, which had become 
obsolete. One of the principal 
changes was the recognition that au- 
diting procedures, relating to the 
physical existence of the inventory, 
had advanced. The new bulletin 
states, “Inspection of stock-in-trade 
has become generally recognized as 
the most useful and conclusive pro- 
cedure by which the auditor can sat- 
isfy himself in this respect.” 

Two interesting comments, made 
by small branches in Toronto, were 
“If an important item, this is discuss- 
ed with the auditors”, and “No, but 
we expect him to test prices, exten- 
sions and satisfy himself that the 
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stocktaking has been properly per- 
formed”. 


Question No. 7 


“Is the extra cost involved in pre- 
paring complete financial data, in- 
cluding letters to the board and man- 
agement, worthwhile?” Forty-six an- 
swered ‘yes’. Taking into considera- 
tion that the specimen statements at- 
tached to the questionnaire were very 
complete indeed, we can assume that 
the managers understood this ques- 
tion referred to considerably more 
than the auditor’s report and accom- 
panying financial statements. Of the 
eight negative replies, four were from 
Ontario and two from Alberta. Only 
one was from a large branch. Three 
managers indicated they covered the 
ground themselves with the company 
officers, and the additional data might 
be a duplication. Three modified 
their ‘yes’ answers by provisos such 
as “if the cost is reasonable for the 
size of the company and within their 
ability to pay”. 

This substantial support for more 
complete reporting is welcome. If 
bank managers will impress upon 
their clients its advantages, they will 
be very helpful to practising charter- 
ed accountants. 


C.1.C.A. Brochure 


The replies tc questions 5 and 6 
indicate that the majority of bank 
managers are not familiar with audi- 
tors’ current procedures regarding 
confirming receivables and attend- 
ance at stock-taking or with the 
C.I.C.A. bulletins on accounting and 
auditing practices. Another interp- 
retation of these replies is that audi- 
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tors are not following C.I.C.A. bul- 
letins. 

The Canadian Institute of Charter- 
ed Accountants has formed a “Sub- 
Committee on the Bankers Brochure” 
to prepare a booklet for the informa- 
tion of bank managers. This will 
serve the same purpose as the book- 
let “Forty Questions and Answers 
About Audit Reports” published by 
the American Institute of Certified 
Public Accountants in 1956. This ex- 
cellent publication has been well re- 
ceived. The purpose behind the 
C.I.C.A.’s_ proposed brochure is to 
further acquaint bank managers with 
our standards of auditing and report- 
ing and so strengthen the relationship 
between accountants and bankers. 


American Survey 

The American Institute of Certified 
Public Accountants, Bulletin No. 9 in 
the Economics of Accounting Prac- 
tice series, deals with “Bankers’ Atti- 
tudes Toward the CPA”. This sur- 
vey, issued in August 1959, is based 
on interviews with 100 banks. It 
includes such topics as “Policies on 
Audit Requests”, “The Selection of 
Accountants”, “The CPA’s Role in 
Credit”, “The Desirability of Fre- 
quent Contact” and “Steps the CPA 
Can Take”. This 44-page booklet nat- 
urally covers the topic much more 
comprehensively than we have done. 
Although the banking structure is 
quite different in the United States 
from what it is in Canada, many of 
the suggestions made are appropriate 
for our use. 


(In the January column this report 
on the results of our survey of bank 
managers will be completed.) 





Tax Review 


CaprraL Gains Tax 
(Continued) 


Findings of U.K. Royal Commission 

In January 1951, a Royal Commis- 
sion was appointed to inquire into the 
system of taxation of profits and in- 
come. While the subject of a tax up- 
on capital gains was only a small part 
of the whole report, it is evident that 
a comprehensive study was made on 
this particular point. The Commis- 
sion decided overwhelmingly against 
such a tax and put forth the follow- 
ing major practical deterrents: 

a) A capital gains tax would fit 
awkwardly into the present 
scheme of income tax which is so 
steeply progressive. 

In order to adopt this type of tax 
it is necessary to provide for vari- 
ous exemptions and qualifications 
which would very much compli- 
cate the present income tax. 
Elaborate provisions would have 
to be enacted to provide for the 
different treatment of short-term 
and long-term gains. 

Additional provisions would have 
to be incorporated to deal with 
the related problems of gifts and 
inheritance. 

Complicated provisions would 
have to be made for the valuation 
of improvements on improvable 
property. 

f) Provisions would have to be made 
for the valuation of realizable 
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property as at the opening date 
of the tax. 

In addition to the practical deter- 
rents, certain views were expressed 
by the Commission as to the fairness 
or suitability of such a tax. A sum- 
mary of these arguments, some of 
which are more convincing than oth- 
ers, was as follows: 

a) The rise in capital values in the 
course of, or in consequence of, 
inflation represents illusory, and 
not real, gains; 
equally, capital gains arising as a 
result of a fall in interest rates 
may be illusory, since they do not 
increase the investor's future in- 
come; 
capital gains are not only irregular 
but may also be unsought or un- 
expected, and do not therefore 
represent the same kind of taxable 
capacity as regular and expected 
income; and 

d) only a tax on realized gains is ad- 
ministratively feasible and this is 
inequitable because 

(i) it imputes the gains on any 
realized asset to the particu- 
lar year in which the realiza- 
tion takes place, whereas the 
appreciation may have ac- 
crued over a series of years; 
the realized capital gains of 
any particular year may be 
off-set by the depreciation in 
the value of unrealized as- 
sets in that year; 
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(iii) if, in a particular year, the 
realized losses exceed realiz- 
ed gains, it would not be 
practicable to allow such 
losses to be off-set against 
other income and yet it 
would be unjust merely to 
allow such losses to be car- 
ried forward as an off-set 
against future gains. 


It might be well, at this point, to 
review the factors which have now 
been covered. In the first article, the 
different concepts of income in Can- 
ada, the U.K. and the U.S. were re- 
viewed and the tax treatment of cap- 
ital gains in the United States and 
problems arising therefrom were dis- 
cussed briefly. The observations 
made and the above-mentioned find- 
ings of the U.K. Royal Commission 
make a strong case for those who op- 
pose a capital gains tax. However, it 
would seem as well to enquire into 
the matter further and to expand on 
certain of the points made by the 
Commission. 


Most Capital Gains Illusory 

Inflation has probably been one of 
the most important causes of increas- 
ed security and real estate prices in 
the last 15 years. Because money has 
lost half its value in this time, most 
plants are worth twice as much in 
terms of current dollars. Profits are 
similarly overstated and, by the same 
token, the stock should be worth 
twice as much which is not a reliable 
indication of its real growth. This is 
the greatest hardship of such a situa- 
tion, as the shareholder who, in no 
real sense, is any better off, may have 
a tax inflicted upon him because the 
government has been unable to coun- 
teract inflation. By way of illustra- 
tion consider the case of a man who 
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has built up a business over the years, 
and today still retains the original 
plant in which he started business. 
The plant may have cost $50,000 and 
still be adequate for the business. 
However, if a change of location be- 
comes necessary, he might sell his 
building for $100,000 and buy an 
identical building for the same 
amount. Although his dollar profit 
would be $50,000, he is no better off, 
and if the gain were taxed at 25%, he 
would suffer a capital loss of $12,500. 
Thus purely through inflation and 
force of circumstances he will find 
that his move has been very expen- 
sive even though his physical assets 
have not been improved. 


Other Illusory Capital Gains 

This is a by-product of the inflation 
argument. It is based on the fact 
that a fall in the effective rate of in- 
terest in the economy will permit cer- 
tain securities, such as bonds, to be 
sold at a profit. For example, if the 
rate of interest drops from 74% in 1959 
to 6% in 1962 a bond purchased in 
1959 will be worth more than its orig- 
inal purchase price. However, if the 
bond were sold in 1962, the full pro- 
ceeds, including the dollar profit, 
would have to be reinvested to main- 
tain the same nominal income. It is 
very questionable, therefore, if the in- 
vestor is any better off. 


Taxable Capacity or Ability to Pay 

Since a person whose wealth has 
increased suffers less hardship from 
tax than a person with the same in- 
come whose wealth remains constant, 
there is some justification for increas- 
ing his tax burden, according to the 
ability to pay dictum. On the other 
hand, the increased wealth will event- 
ually produce a higher income upon 
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which the Treasury will get its fair 
share. Another argument in opposi- 
tion to such a tax, which is novel but 
not without merit, is that a capital 
gains tax would never be levied upon 
the increased value of an individual 
whose wages or profits had gone up 
and is therefore discriminatory. There 
are so many situations where increas- 
ed wealth would not be subject to 
tax such as inheritance, proceeds from 
insurance, etc. that it seems unfair to 
single out certain instances for tax 
and let the remainder go free. More- 
over, estate taxes or succession duties 
provide the crown with an ample 
share of any capital gains and upon a 
much more equitable basis. 


Effect on Government Revenues 


The Report of the U.K. Royal Com- 
mission stated that “The experience 
of the United States and the reason- 
ing of common sense suggest that the 
yield of a capital gains tax would be 
highly variable from one year to an- 
other. Much would depend on the 
prevailing rate of interest. There 
would be years of substantial yield 
and there would be years in which, 
owing to losses, there would be no 
yield and a debit balance accumu- 
lated against the future. If there 
were loss-carry-back provisions, there 
would be years where the Revenue 
would be a net contributor to the tax- 
payer. Certainly a very difficult sit- 
uation in which to forecast a bud- 
get.” 


Realized Profit and Accrued Profits 

As a practical matter, a gain can 
only be taxed when realized. To at- 
tempt to have it otherwise, even in 
the interests of equity, would create 
administrative difficulties of fantastic 
proportions. Some have argued, of 
course, that a tax on unrealized gains 
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would not be equitable and therefore 
need not be considered. It is sub- 
mitted, however, that such is not the 
case at all. For example, a credit- 
worthy borrower with substantial as- 
sets but needing ready cash could 
borrow against his assets to obtain the 
needed funds. Another individual 
being unable to borrow for one rea- 
son or another, might be required to 
liquidate his holdings and would then 
be subject to tax upon his gains. 
Thus, two equally wealthy individ- 
uals would be taxed differently. An 
individual may reduce his savings out 
of current income because of an ap- 
preciation in his assets and he may 
thus increase his consumption but 
avoid assessment on the capital ap- 
preciation. If, however, he continues 
to save from current income but rea- 
lizes assets for consumption purposes, 
he is taxed upon the realized appre- 
ciation. Such considerations suggest 
that in equity any gain or loss, wheth- 
er realized or not, must be assessed. 
As this is not practical, the tax be- 
comes inequitable. 


Capital Losses 

Any discussion of a tax upon cap- 
ital gains must inevitably enquire in- 
to the treatment of capital losses. It 
is natural for the tax authorities to 
grasp for revenue from gains, but 
they are often reluctant to accord 
capital losses the treatment that they 
deserve. At the present time it is 
generally conceded that capital losses 
should be deducted from capital 
gains, but taxpayers having a net loss 
position should be accorded a more 
equitable treatment than presently 
exists in the U.S. It seems only equit- 
able that taxpayers incurring capital 
losses should be allowed a refund or 
credit equal to the rate of tax im- 
posed upon capital gains. This of 
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course would mean that in certain cir- 
cumstances the Treasury would be 
making refunds to the taxpayer. 


Conclusion 


In conclusion therefore it may be 
said that capital gains are not a good 
basis for taxation for the following 
reasons: 


a) they are not recurrent, 


b) they often average out over a 
period of years, 

c) in the past decade they have 
largely consisted of inflationary in- 
creases rather than true increases, 
and 


d) there are so many exclusions or 
instances where the tax would not 
apply that it seems unjust to single 
out the investor for a special tax. 


Moreover, the exemption from tax of 
capital gains will pay for itself in the 
long run by increased income tax 
revenue and an adequate share of 
such gains is presently received by 
the state through death taxes and suc- 
cession duties. In essence, therefore, 
a tax upon capital gains results in 
double taxation, inequities and an un- 
just levy which, when compared with 
the anticipated revenue, suggests the 
conclusion that it is unwarranted. 


RECENT TAX CASES 


Filing Flippant Form Flips Feds 

A rather amusing case was heard 
recently by the Manitoba Court of 
Appeal which held that an unsigned 
T.2 return giving “certain informa- 
tion” enclosed with a letter consti- 
tuted a proper return for the purposes 
of the Income Tax Act. The Minister 
attempted, under the various provi- 
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sions of the Act, to levy a penalty 
against the taxpayer for failure to file 
returns, but was unsuccessful. There 
is no doubt that he had cause to be 
chagrined at the returns that were 
filed, but the court held, without 
examining the returns in detail, that 
they were sufficient for the require- 
ments of the Act. An examination in 
detail constitutes the amusing part of 
this case. 

The covering letter, which in- 
cidentally was signed, stated in part, 
“You may not like or understand my 
method of completing these docu- 
ments but as I explained to your 
henchmen, I am no accountant, and 
never wish or hope to be. Conse- 
quently, my answers are made in all 
sincerity and to the best of my ability 
and it is to be hoped that you will ac- 
cept them as such.” The “certain in- 
formation” supplied by the taxpayer, 
which was not passed upon by the 
court, was as follows: 


Last return filed at: “Lost by your 
Department”; Attach complete finan- 
cial statements: “None available”; In- 
cluding auditor's report: “No auditor; 
too costly”; Reconciliation of net in- 
come “Nil”; Continuity of fixed as- 
sets and computations of CCA claim- 
ed: “No aspects or prospects”; Divi- 
dends received: “Nil”; Continuity of 
all reserves, including provisions for 
doubtful debts, estimated or undeter- 
mined liabilities: “No reserves, all 
debts doubtful, liability unlimited”; 
Cost of sales: “Not known”; Charit- 
able donations: “Many”; Provincial 
and foreign tax credit computation: 
“Never computed;” Were any pay- 
ments made to, or for the account of, 
shareholders, directors or officers 
which did not form part of their 
authorized remuneration?: “Nothing 
with which to remunerate”; Were 

















TAX REVIEW 


there any loans to shareholders not 
repaid by the end of the fiscal peri- 
od?: “What with PPPPPP?P”; If the an- 
swer to any of these questions is 
“yes” full details should be submit- 
ted: “Quite”; Taxable income for 
fiscal period: “Not known, cannot 
afford expensive accounting”; Tax 
payable after deducting tax allow- 
ances: “Cannot afford domestic tax, 
what say foreign handouts”. (The 
Queen. v. Hart Electronics Ltd.) 


Unvouchered and Non-Admissible 
Expenses 


In the operation of certain busi- 
nesses occasions arise where special 
cash payments are required. While 
no one speaks of these openly, it is 
assumed that in order to obtain con- 
tracts or make favourable purchases, 
some businesses are required to 
“grease palms” or make “under-the- 
table” payments. Such payments are 
laid out to earn income, but because 
of their very nature, they are not 
discussed openly and, if discovered by 
the tax authorities, they are not allow- 
ed as a deductible expense. This sort 
of thing has been going on for years, 
but it was not until July 1959 that a 
taxpayer was courageous enough to 
bring it out into the open in front of 
the Tax Appeal Board. The taxpayer 
was a company engaged in the build- 
ing of houses for sale, and in the 
course of its business was required 
to make “under-the-table” payments to 
the owners of land from whom it pur- 
chased the necessary lots. These pay- 
ments were disallowed by the Min- 
ister but were allowed by the Tax 
Appeal Board. Although the alleged 
recipients denied, or did not admit 
to, receiving the money, the Board 
found that the cheques, made out to 
“cash”, bore the numbers of the vari- 
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that the payments had actually been 
made and were a necessary cost of 
doing business. As such, they were 
deductible from income. (No. 649 
v. M.N.R.) 


Repairs 

The Exchequer Court has affirmed 
the decision of the Tax Appeal Board 
that the cost of replacing stoves, re- 
frigerators and venetian blinds in an 
apartment building is a deductible ex- 
pense. The taxpayer, Haddon Hall 
Realty Inc., incurred expenses of 
some $11,000 in this account which 
the Minister treated as capital. The 
Exchequer Court ruled that the com- 
pany derived its income from the 
apartment building as a unit and that 
stoves, refrigerators and _ venetian 
blinds were subsidiary parts of this 
unit and, therefore, their replacement 
was a maintenance expenditure. 
(M.N.R. v. Haddon Hall Realty Inc.) 


Partial Liquidation 

The taxpayer in this case was a 
widely diversified company which de- 
cided to liquidate one of its divisions 
or lines in 1952. In so doing, it sold 
all of the appropriate assets and in- 
ventory to another company. The 
sale price of the inventory was in 
excess of its book value and was 
treated as a capital gain by the com- 
pany. The Minister sought to tax this 
amount as being profit from opera- 
tions. In the Exchequer Court, the 
company’s solicitors contended that 
the sale was a transaction outside 
and beyond the scope or course of 
the company’s business. The Ex- 
chequer Court agreed with this, but 
in an approach that has been termed 
“novel”, ruled that at the moment 
before it was decided to liquidate, the 
inventory was trading stock upon 





ous lots purchased and were satisfied 
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which a potential profit had been 
earned. This profit was therefore 
earned or realized when the company 
diverted it from the trade for the 
purpose of disposing of it in a trans- 
action beyond the scope of the trade 
and was therefore taxable. The com- 
pany appealed to the Supreme Court 
of Canada which allowed the appeal 
and ruled that the sale was not a sale 
in the business but the sale of the 
the business. As such the profits or 
gain were not subject to tax. (Frankel 
Corp. Ltd. v. M.N.R.) 


Refunds 

The Excise Tax Act and the In- 
come Tax Act contain provisions for 
refunding overpayments of tax. These 
provisions apply only if a written re- 
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quest for such a refund is made with- 
in a certain time limit. Thus, if a re- 
quest is made after the time limit no 
refund will be made. Premier 
Mouton Products which had paid ex- 
cise tax on mouton as though it were 
fur was faced with the problem 
when it was ruled that mouton was 
not fur. The refund was not applied 
for because the time limit had elapsed 
but it sought to recover the money 
by petition of right. The Exchequer 
Court ruled that the company was 
entitled to recover the funds because 
they were not taxes (a tax levied on 
non-taxable goods is not a tax). The 
amounts in question were therefore 
subject to recovery because the com- 
pany had paid a debt which was not 
owing. (Premier Mouton Products 
Inc. v. The Queen). 











MAGAZINE ARTICLES 


DEPRECIATION 

“DEPRECIATION REFORM: WuHat Does 
Business Want?” by Ray M. Powell. 
Business Horizons. Summer 1959, pp. 
81-89. 

“DEPRECIATION REFORM: CURE FOR 
Recessions?” by Donald F. Istvan. 
ibid, pp. 90-99. 

Top financial officers in over 50 of 
the largest firms in the United States 
supplied material and offered opinions 
for these two studies of tax deprecia- 
tion problems. 

Ray M. Powell considers the kind 
of depreciation reform that U.S. busi- 
nessmen would like to see enacted. 
Current depreciation methods actual- 
ly used are also outlined, and their 
strengths and weaknesses are discuss- 
ed along with proposals for a better 
solution to the whole question of tax 
depreciation. 

Five of the 50 firms would like to 
see the U.S. adopt the Canadian plan 
whereby maximum depreciation rates 
are established for broad categories 
of fixed assets. This method, if adopt- 
ed, would dispense with the current 
American practice of substantiating 
the reasonableness of rates and lives 
to the satisfaction of the Internal Rev- 
enue Service. Almost all of the com- 
panies interviewed expressed concern 
with the problem of asset replace- 
ment in a period of rising prices. 

Basing his analysis on the same 
sample of 50 firms, Donald F. Istvan 
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BY PETER C. BRIANT, M.B.A., C.A. 





examines the question of whether 
changes in tax depreciation methods 
can be used to dampen short-run 
business downturns. This issue has 
been before Congress since debate 
began on the 1954 Internal Revenue 
Code. Opponents of “fast” write-offs, 
contend that these methods would 
lead to a substantial decrease in fed- 
eral revenues. Others argue that the 
incentive effects of rapid depreciation 
would stimulate capital spending and 
broaden the tax base. The conclu- 
sions of Istvan’s study, based on de- 
preciation methods and capital ap- 
propriation policies now in effect, 
challenge some major proposals offer- 
ed during the 1958 recession. His 
evidence indicates that changes in 
tax depreciation allowances do not, 
because of present business decision- 
making techniques, influence capital 
spending in the short-run. Many of 
the executives interviewed expressed 
the view that future allowances do 
not, in fact, influence present expen- 
ditures. If depreciation has any in- 
fluence at all, they said, it is because 
of the write-off of past years. 


The evidence supports the view, 
however, that favourable changes in 
tax depreciation allowances wil! stim- 
ulate the development of productive 
facilities in the long-run. The smaller 
tax costs resulting from more liberal 
tax depreciation allowances can help 
to provide additional funds for future 
replacement or expansion. Thus, only 
companies whose rate of expansion is 
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not fast enough to enable them to 
avoid the greater taxes associated 
with smaller allowances in later years 
will fail to derive any long-run benefit 
from the proposed reform. 


ECONOMICS 


“Wat Makes Ivan Run? FINANCIAL 
INCENTIVES IN THE SoviET UNION” by 
Franklyn D. Holzman. The Manage- 
ment Review, August 1959, p. 4 et 
seq. 

The Russian economy presents an 
interesting case study of how, in the 
interests of economic expansion, the 
need to provide incentives for pro- 
duction can over-ride considerations 
of equity in the distribution of the 
proceeds. Readers will recall that the 
Marxist solution to the conflict posed 
by incentive and equity requirements 
in economic life has traditionally 
been “From each according to his 
ability, to each according to his 
needs.” The early Soviet planners 
took this precept seriously, and, 
writes Professor Holzman, “the results 
were disastrous.” Stalin, therefore, 
changed the slogan in 1931 to: “From 
each according to his ability, to each 
according to his effort.” 


Current Soviet deviation from the 
Communist ideal has now reached 
the point, according to the author, 
where the wage spread in Russian in- 
dustry is greater than in “capitalistic” 
countries. The wage differential be- 
tween highest and lowest occupations 
is 2% or 3 to 1, in comparison with, 
for example, Great Britain where it is 
roughly 1% to 1. Not only is the Rus- 
sian worker apparently encouraged 
to try to develop his abilities in order 
to achieve as high a level of skill as 
possible, the method of wage pay- 
ment is such as to get every ounce of 
effort from him while he is on the job. 


About 65% of Soviet workers are said 
to be paid by the piece, and most of 
these are either on a “progressive 
piece rate” or receive bonuses for 
good performance. A similar system 
is used to encourage managers, shop 
chiefs, senior engineers and senior 
foremen. 

While the Soviets tax their popula- 
tion very heavily (between 40% and 
50% of personal income returns to the 
state annually in the form of taxes), 
they have not blunted the salutary 
effect on incentives of the various 
payment systems by highly progres- 
sive income taxes. Soviet taxes are 
almost exclusively hidden sales taxes 
on consumers’ goods, and are not pro- 
gressive. The income tax is small and 
has an upper marginal rate of only 
13%. Mr. Khrushchev recommends 
abolishing the income tax entirely, 
and this recommendation is almost 
certain to be implemented next year. 

The broad conclusion that emerges 
from this analysis of one aspect of 
the Soviet planned economy is simp- 
ly that its weaknesses are not in the 
area of work incentives. It is the 
countries of the West that are, if any- 
thing, remiss in this respect. 


PUBLIC FINANCE 


“PRESIDENTIAL ADDRESS: MUNICIPAL 
FinaNcE — THE PERSPECTIVE” by 
James H. Lowther. Municipal Fi- 
nance, August 1959, pp. 3-9. 

James H. Lowther is Commissioner 
of Finance of Ottawa, Ontario. In 
this address to the Municipal Finance 
Officers Association, he stresses the 
financial plight of Canadian and Am- 
erican municipalities. 

Twenty-five years ago, local taxes 
in Canada comprised 40% of total tax 
receipts at all three levels of govern- 
ment. Today, only 13%% of the total 
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goes to municipalities. Although rev- 
enues from local taxation are increas- 
ing in absolute terms, they are stead- 
ily declining as a proportion of all 
tax receipts. 

On the other side of the coin, local 
governments are faced with abnorm- 
ally heavy demands for services stem- 
ming, inter alia, from the trek to the 
suburbs, and the demands by the 
public for services in line with our 
technological advance and _ higher 
standards of living. 

The resulting financial problem, 
says Mr. Lowther, is of national con- 
cern. Local governments can, he sug- 
gests, help themselves through capital 
budgeting, long-term financial plan- 
ning, or methods improvement, but 
action is also needed in one or more 
of the three following fields: 

1. Additional sources of revenue to 
be made available to local govern- 


ments by provincial or federal 


governments. These sources 
should be both sizeable and cap- 
able of expansion with the eco- 
nomic growth of the community. 

. The assumption by higher levels 
of government of some services, or 
the increased costs of those ser- 
vices, which are now the respon- 
sibility of local governments but 
are of provincial or national con- 
cern. 

. Increased financial aid to local 
governments. 


SYSTEMS 
“SoME THOUGHTS ABOUT METHops Im- 
PROVEMENT by Carl A. Marquardt. 
Systems & Procedures, August 1959, 
pp. 12-18. 

Work simplification in the office, 
suggests the author of this article, 
means the elimination of the unneces- 
sary parts of any job and the ar- 
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rangement and performance of the 
remaining parts in the simplest way 
possible. Its object is to improve ef- 
ficiency and reduce expenses. Suc- 
cess in this endeavour, according to 
Mr. Marquardt, involves the applica- 
tion of these sound principles: 


1. Recognize that methods improve- 
ment is a continuing process. 

2. Attack problems in a systematic 
way. Observe, Think, Decide, 
and Act. 

. Make your procedures definite 
and uniform. 


. Use every means of communica- 
tion possible to insure clarity, but 
the written word is most import- 
ant. Oral instructions must be fol- 
lowed by written ones to insure 
uniformity and certainty. 

. Keep your procedures manual in- 
dependent. If it ever becomes in- 
violate because of who wrote it 
rather than for what it says, it is 
doomed. 

. Obtain and coordinate ideas for 
improvement from many sources. 
You will be lost without the help 
of those who process the work. 


BOOKS AND PAMPHLETS 
“Administration Inflation and Public 
Policy” by Gardiner C. Means; An- 
derson Kramer Associates, Washing- 
ton, 1959; 47 pages; $1.00. 

The paradox of inflation and reces- 
sion at the same time in the fall of 
1957 revealed a new phenomenon, 
unknown both to economic theory 
and public policy, in our economic 
life. The major factor responsible for 
the new phenomenon is suggested by 
Gardiner Means to be the behaviour 
of “administered prices”. 

In the summer of 1957, a Senate 
Committee, under the chairmanship 
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of Senator Kefauver, launched an in- 
quiry into administered prices and 
their role in inflation. Economists 
appearing before the committee 
agreed that administered prices had 
become an important economic fac- 
tor which could have a bearing on in- 
flation, yet the hearings aroused little 
public interest at that time. 

By the fall of 1957, the question 
no longer seemed remote from imme- 
diate public policy. In 1959, two 
other Senate committees undertook to 
probe the administrative character of 
inflation. Moreover, since the tradi- 
tional devices for curbing inflation 
were proving ineffective in the new 
situation, bills designed to curb arbi- 
trary increases in prices were intro- 
duced and hearings on these legisla- 
tive proposals were held before two 
Congressional committees. 

Mr. Means’s pamphlet is drawn 
from a series of statements he made 
at the request of these committees, in 
which he: (1) introduced the con- 
cept of administrative inflation; (2) 
presented evidence of the fact of ad- 
ministrative inflation; (8) examined 
the difference between demand infla- 
tion and administrative inflation; (4) 
called attention to the lack of excess 
demand during the current inflation 
and the consequent ineffectiveness of 
monetary controls; and (5) sketched 
out a program aimed at limiting ad- 
ministrative inflation while maintain- 
ing full employment. 

\ “The Wealth of a Nation”; published 
by the Ford Foundation, 477 Madi- 
son Ave., New York 22; 76 pages. 

“The Wealth of a Nation” is one of 
a series of booklets on activities sup- 
ported by the Ford Foundation. Its 
purpose is to present informally and 
in a general, non-technical way the 





story of the work of the Foundation’s 
economic and administration pro- 
gram. 

Copies of the booklet, and further 
information on Foundation financial 
support for: (1) research on import- 
ant economic problems, (2) more ef- 
fective dissemination and _ practical 
utilization of professional knowledge, 
and (3) development of professional 
personnel in teaching, research, and 
business may be obtained by writing 
to the Ford Foundation, Office of Re- 
ports, New York. 


“Rapid Growth and Basic Goals of 
the American Economy”, by Carrol 
M. Shanks, 30 pages. 

Carrol M. Shanks, president, The 
Prudential Insurance Company of 
America, advances a 4-point program 
designed to achieve the economic 
goals of rapid growth, high employ- 
ment, stable prices, and a fair distri- 
bution of output in the decade ahead. 
He proposes that: (1) A more exact- 
ing analysis be made of the time lag 
between changes in government 
spending and taxing programs and 
the subsequent impact on the econ- 
omy, designed to aid in the formula- 
tion of a fiscal policy which will 
hasten rather than impede growth, 
and which will stabilize rather than 
unstabilize the economy; (2) There 
be enacted a permanent rapid depre- 
ciation law to stimulate wholesale 
replacement of obsolete plant and 
equipment; (3) There be published 
detailed reports to the consumer on 
the particular goods and services 
which are responsible for the rise in 
his cost of living; (4) An effective 
anti-trust program be instituted de- 
signed to maintain competition in 
business, and a curbing of the present 
unrestricted monopoly power of la- 
bour unions. 





BY R. D. THOMAS, C.A. 


Students Department 





It is always difficult to succeed 
to a position held by someone else, 
particularly when that person has 
done an outstanding job. Professor 
Smyth has been editor of this de- 
partment for 12 years and during this 
period has contributed materially to 
the profession, particularly through 
these pages, as a great number of 
present members who were students 
during the past 12 years will bear wit- 
ness. I am sure that all readers of 
this department will want me to ex- 
press our gratitude to him for the 
valuable material in the Students De- 
partment during his editorship and 
our regret at his resignation. 

Proof of the challenge that the 
“new look” of the department pre- 
sents, the format for which was de- 
signed by Professor Smyth, is evi- 
denced by the fact that there will be 
a panel of six members to assist with 
the preparation of the material to be 
presented here. The following mem- 
bers have kindly agreed to serve on 
this panel: D. H. Hall, M. Hubbell, 
K. A. MacKenzie, R. D. Mackenzie 
and Professor J. E. Sands, all of To- 
ronto, and D. C. R. Horne of Mont- 
real. In addition, Ralph F. Selby 
by has been appointed by the Coun- 
cil of the Chartered Accountants’ 
Students Association of Ontario to 
represent the student’s viewpoint. 
Thus, it has taken eight men to re- 
place one. 


If the panel seems to represent an 


undue concentration of members from 
Upper and Lower Canada, it is dic- 
tated by economics and geography. 
It is to be hoped that the readers 
from all parts of Canada will par- 
ticipate in the department by writ- 
ing letters to the editor, submitting 
ideas or short “articles” of interest 
to students, and by letting us know 
of interesting audit cases or humor- 
ous situations encountered. We solicit 
and welcome your comments, queries, 
quips and quibbles. 
® 2 * 2 
THE STUDENT AND Report WRITING 
By MacPherson Hubbell, C.A. 

A student commences his profes- 
sional career when he first secures 
employment in the office of a practis- 
ing chartered accountant and regis- 
ters as a student-in-accounts with one 
of the Provincial Institutes. Early in 
this career he will realize that prac- 
tising chartered accountants spend a 
considerable part of their time writ- 
ing reports and letters on a great 
variety of subjects, for example, on 
points arising from audit engage- 
ments, tax, accounting or auditing 
problems, internal accounting con- 
trol or office mechanization, to name 
but a few. It almost goes without say- 
ing that writing clearly and concise- 
ly on such a variety of involved tech- 
nical matters is not easy. 

Similarly, those graduates who 
leave public practice and accept posts 
in business or government invariably 
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find that writing continues to occupy 
a place of importance in their new 
careers. To substantiate the import- 
ance of report writing to the profes- 
sion, students should ask the senior 
accountants with whom they are 
working to name the most difficult 
task on their audit assignments. A 
large number will reply that it is 
writing the audit comments for the 
report to the client. 


If the importance of report writing 
to a practising chartered accountant 
or one in business seems oddly re- 
mote to the student, then he should 
consider two areas where the written 
word is of immediate and pressing 
personal importance: the examina- 
tions and the correspondence Course 
of Instruction. Written examinations 
do not permit the examiner to ask 
the candidate supplementary ques- 
tions to further probe his knowledge 
of a subject, and therefore the can- 
didate is judged by what is written 
on the examination paper. To a large 
extent this also holds true in a corres- 
pondence course, and every student 
is aware of the misunderstandings 
which can arise between the student 
and the instructor. Much of the dif- 
ficulty is attributable to lack of clarity 
in lesson answers and in the in- 
structor’s comments. 


Reflection on the foregoing should 
convince the student of the necessity 
of giving careful consideration to 
such an important subject as report 
writing. To those who say that they 
get little or no experience or instruc- 
tion in report writing, surely the an- 
swer is that there are frequent oppor- 
tunities in your every-day work to 
practise writing. Take, for example, 
the notes which you frequently write 
in audit working papers. Are not 
many of them the basis of a com- 
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ment in an audit report? Again, is 
there any basic difference between 
the answers to questions in the cor- 
respondence course and report writ- 
ing? Seize upon all these opportun- 
ities for writing as a chance to im- 
prove your powers of self-expression. 
Proficient writers will agree with 
William Hazlitt’s comment that “the 
more a man writes, the more he can 
write”. 

It is not the intention to deal here 
with the technical problems arising 
in report writing. Books have been 
written on the subject, and there are 
frequent articles in accounting peri- 
odicals. In conclusion, however, 
there have been set out below for 
your consideration three elementary 
yet basic points which have such an 
important bearing on report writing: 
1. Difficulties in report writing often 

arise because the writer has not 
studied or thought sufficiently 
about the subject. It is not pos- 
sible to write clearly about a sub- 
ject without thorough initial prep- 
aration. 

. Good report writing takes time 
and effort. Be prepared to take a 
little extra time and effort, other- 
wise you are not doing justice to 
the subject or yourself. Remem- 
ber that even the most experi- 
enced writers find it necessary to 
revise and polish their first draft. 

. When you have finished writing, 
criticize your work. Read over 
what has been written and ask 
yourself “Are the facts correct?” 
“Are the conclusions valid?” “Will 
the reader understand precisely 
what I mean?” “Have I been con- 
cise?” “Have I observed the rules 
of grammar?”, and particularly on 
examinations “Have I answered 
the question which was asked?” 
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If the answer to all these questions 
is “yes”, then you have a good re- 
port, an intelligible working paper 
note, or a satisfactory answer to an 
examination question. 

° oS e e 


PUZZLE 
(Submitted by D. F. Zingle of Edmonton, 
Alberta) 

Find the value of each letter in 
the following problem in addition if 
“K” is equal to 3. Each letter has 
a value from 0 to 9. 

A 
MERRY 
XMAS 


—_—— 


TUREE Y 


(The solution appears at the end of 
this month’s Students Department.) 
* ° ° 2 


AUDIT CASE 


In certain circumstances there are 
no audit procedures, other than phys- 
ical count, which can be used to veri- 
fy the existence of cash funds par- 
ticularly when there is a lack of in- 
ternal control over the staff control- 
ling such funds. This can be illus- 
trated by the following case. 

A trusted employee of a company, 
(we shall call him an “area man- 
ager”) had under his control an im- 
prest bank account on which he was 
the only person authorized to sign 
cheques and for which he prepared 
a monthly reconciliation. The funds 
in the bank account were used for the 
following purposes: 

(a) as a source of permanent change 
funds for retail outlets under 
his control, the majority of which 
were situated at some consider- 
able distance from his office; 

(b) as a source of temporary change 
funds for use at these retail out- 
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lets at times when additional 
funds were required; 

(c) as a means of making payments 
for purchases, for which cash 
was required on delivery, such 
payments being reimbursed by 
the area manager’s head office 
on submission of the pertinent 
invoices. 

The procedures adopted by the 
auditors to verify the imprest account 
were to examine the manager’s bank 
reconciliation at the most recent 
month end and to clear such recon- 
ciliation by reference to transactions 
on the days following the reconcilia- 
tion date, In addition, 


(a) receipts were examined for per- 
manent change funds in the 
hands of outlet operators and 
certain funds were counted; 

(b) temporary increases in change 
funds were traced as redeposit- 
ed by reference to duplicate de- 
posit slips and bank statements; 

(c) reimbursable payments were 
verified with details on file at 
head office. 


While these procedures would ap- 
pear to be adequate they did not es- 
tablish that additional amounts had 
not been withdrawn by the manager 
ostensibly for temporary funds but 
really to enable repayment of pre- 
viously withdrawn temporary funds 
which were in fact being used by 
him for personal purposes. Suppose 
we take the following as being the 
make-up of the manager's account at 
a particular date, say January 31: 


Bank account 
Permanent change funds 
Temporary change funds 
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The temporary funds might have 
been advanced as follows: 


January 28 ....$ 500 (A) 

January 29 .. 500 (B) 

January 30 .... 500 (C) 
$1,500 








These advances might be repaid as 
follows: 


February 2 .. $ 500(B) 

February 3 500 (A) 

February 3 . 500 (C) 
$1,500 








At the same time, in the period 
February 1-3 other temporary funds 
would probably have been advanced 
to other outlets. 


It has been mentioned that “tem- 
porary increases in change funds 
were traced as redeposited by refer- 
ence to duplicate deposit slips and 
bank statements”. That is, deposits of 
$500 on February 2 and of two items 
of $500 each on February 3 were seen 
and tied in with the outstanding ad- 
vances at January 31. 


Suppose, though, that at January 31 
the item (C) was not held by an out- 
let at all but represented cash being 
used by the manager for personal rea- 
sons. All he must do to cover the 
trail is to draw another “temporary 
advance” cheque early in February 
for the same amount (or a greater 
amount if he wished to increase his 
“withholding”) and devosit $500 and 
mark it “return of temporary funds 
(C)”. The cheque drawn by him 
early in February would be earmark- 
ed as a “temporary advance” to some 
other outlet. 


These facts only came to light 
when the auditor made a current re- 
conciliation of the imprest account at 
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the date of his visit to the manager's 
office and was unable to ascertain the 
location of one of the temporary 
change funds. As a result of this 
misappropriation the company has 
tightened up its internal control over 
such funds by 


(a) requiring that the area managers 
maintain cash books showing the 
disposition of the funds under 
their control between cash in 
bank, reimbursable items, tem- 
porary change funds and per- 
manent change funds; 


requiring submission to head of- 
fice of a monthly reconciliation 
of their funds as allocated be- 
tween the items in (a) above. 
The head office also obtains a 
duplicate bank statement direct 
from the bank to facilitate check- 
ing the reconciliation of these 
funds; 


(c) requiring that receipts be obtain- 
ed for temporary funds in the 
hands of operators. 


Although this still leaves loop- 
holes for the manager who wishes to 
misappropriate funds, it has been im- 
possible to get the company to agree 
to having the cheques countersigned 
by another employee as this safe- 
guard is considered to be impractic- 
able in the circumstances. 


When making a surprise count of 
imprest funds the receipts for tem- 
porary funds are seldom available for 
checking as they are carried by the 
cash pick-up man who collects such 
funds when no longer required by 
outlet operators. Also, the calibre of 
the employees at the outlets is such 
that they do not insist on seeing re- 
ceipts for temporary funds held by 
them destroyed when such funds are 
handed in by them. Accordingly, it 


(b) 
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has been found that there are no 
satisfactory means of verifying the 
existence of the temporary cash funds 
other than by actual physical count, 
even though this is quite difficult in 
view of the distances involved. 


(Audit cases such as the one above will 
appear from time to time in the Students 
Department. They are contributed by prac- 
tising accountants with a view to providing 
material of interest and assistance to stu- 
dents. The facts of the cases will be edited 
so that the identities of the client company 
and the auditor are disguised.) 


e e ° e 
ACCOUNTING AND AUDIT 
PROBLEM 


The comptroller of a company en- 
gaged in mining exploration and de- 
velopment asks your advice on the 
proper bookkeeping entry or entries 
and financial statement presentation 
on a transaction that his company has 
just completed. It appears that two 
mining properties, acquired in 1948 as 
part of a transaction involving many 
properties, have just been exchanged 
for 25,000 shares of another company 
which is also engaged in mining ex- 
ploration work. At the time of the 
exchange, engineers of both com- 
panies agreed that a “fair value” for 
the mining properties exchanged was 
$125,000. This engineering valuation 
was felt to be needed because the 
cost of the two properties had not 
been specifically identified when they 
had been purchased in 1948. The 
two properties exchanged were part 
of a group of 25 properties purchased 
in 1948 for a lump sum of $1,000,000; 
they represent about 10% of the total 
land area of the group and are re- 
garded as being as valuable as the 
remaining properties in the group. 

The shares exchanged for the prop- 
erties had a market value “bid” of 
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$8.00 a share and “asked” $8.25 per 
share on the date the exchange took 
place. 

(We invite readers’ opinions as to how 
this transaction should have been handled 
and presented. The actual treatment by 
the company in question will be published 
in the January issue of the Students De- 
partment. ) 


2 2 2 2 


NOTES AND COMMENTS 

A development within the profes- 
sion which should be of particular in- 
terest to students is the proposal, 
which is now well advanced in pre- 
paration, of re-scheduling the annual 
uniform examinations to June. In- 
stead of making the change in the 
dates of the examinations from Octo- 
ber to June in one year, the plan is 
to have the examinations written in 
September 1960 and from then on an- 
nually in June. 

One of the main reasons for this 
development is to more closely tie-in 
the profession’s educational year with 
that of high schools and universities. 
This is particularly important in those 
provinces whose Institutes have lec- 
ture programs administered by uni- 
versities. 

Another advantage of the proposed 
examination time-table will be that 
students will know their examination 
results before registering in the suc- 
ceeding year’s course. This should 
help eliminate delays in beginning a 
course while awaiting examination re- 
sults. 

Since it is unlikely that there will 
be any significant change in registra- 
tion dates for each year of the Course 
of Instruction, the time allowed for 
the submission of lesson assignments 
must inevitably be shortened in order 
that each course be completed in time 
to allow students to study for June 
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examinations. There should be little 
doubt that the advantages of having 
the annual examinations in June will 
outweigh this possible disadvantage. 


e ° o 


It is to be hoped that most new 
registrants in the course will not face 
the perplexing problem recently en- 
countered by a student who could 
not understand why the generating 
equipment of a large electrical utility 
was not listed under “Current Assets”. 


It seems appropriate to the occa- 
sion that we should end with a quo- 
tation from the Students Department 
of March 1947 (the issue in which 
Professor Smyth began his editor- 
ship). 

“We know a professor in Toronto 
who hinted in class (to no avail, he 
says) that bonds may in their lifetime 
have a spiritual existence because 
they are capable both of redemption 
and conversion. We take it that his 
assertion would apply equally to all 
bonds regardless of their denomina- 
tion, though no doubt only the more 
mature ones would be interested.” 


CORRESPONDENCE 


About two years ago, a letter from 
Mr. D. C. R. Horne, who was then 
secretary-treasurer of the Institute of 
Chartered Accountants of British Co- 
lumbia, was published in this depart- 
ment pointing out some of the things 
which students who contemplated 
moving from one Provincial Institute 
to another should consider before 
making any change. Mr. E. L. Af- 
fleck, who is now the secretary-treas- 
urer of the B.C. Institute, has writ- 
ten to ask that the information con- 
tained in Mr. Horne’s letter be re- 
printed since he is getting a steady 
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stream of letters from students out- 
side of British Columbia enquiring 
about transfer of articles or registra- 
tion to that province. 


For the benefit, then, of any stu- 
dents who are or may later be con- 
templating moving to another prov- 
ince with the intention of resuming 
studies following the move, the fol- 
lowing advice is offered: 


No two of the Provincial Institutes 
have identical requirements as to 
courses and examinations, and no pro- 
vision exists for a transfer, as such, of 
articles or registration between In- 
stitutes. A move entails severing con- 
nections with the old Institute and 
starting afresh with the the new, with 
the possibility of receiving partial or 
total credit for courses and examina- 
tions passed, 


A student wishing to move to an- 
other province should therefore de- 
termine from his present Institute: 


(a) what credit, already earned or 
partially earned, might he lose 
(as to both courses and examin- 
ations ); 

and from the intended Institute: 


(a) what credit would he receive for 
past service as a student, 
(b) 


at what course level would he 
be required to enrol, 


(c) what examinations would he be 
required to take, 


what time of year would be best 
for a move (course commence- 
ment and enrolment closing 
dates, maximum employment op- 
portunity, etc.), 


(e) whether, in the case where he is 
eligible to write, say, the inter- 
mediate uniform examinations 
with his present Institute, he 
would be accorded equal eligi- 


(d) 
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bility as a candidate of the in- 
tended Institute. 

In addition, Mr. Affleck would like 
to point out that students directing 
enquiries of this nature to any Pro- 
vincial Institute should include full 
details of their academic standing, 
their record of registered Institute 
service and their standing in Insti- 
tute courses and examinations. 

So keep in mind that— 

Whether or not, 

You move to the Pacific, 

It helps a lot, 

If you'll be specific. 

e ° oO ° 
SOLUTION TO PUZZLE 
lLE+X=R8 
Therefore, R is units digit of a num- 

ber which must be greater than 10 and 
less than 19 since neither E nor X is 
greater than 9, so that a one may be 

carried to add to M. 

2. 1 (carried) + M = TU 
Since M must be less than 10, then 


4. 
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it must be 9 for a one added to it to 
produce a_ two-digit number. 
Therefore, T = 1 and U = 0. 


. Substitute 9 for the M in XMAS, then 


R+9=K=83 
Therefore, R = 4. 
Substitute 4 for the R’s: 
A 
9E44Y 
X9AS 


lO43EY 


. By trial and error, the following values 


for the remaining letters are discovered: 


nA > x 
liu 





B.C. Institute Plays 
Host to 1959 C.IC.A. 


Annual Conference 


The 1959 annual conference of the 
Canadian Institute of Chartered Ac- 
countants more than measured up to 
the tradition of success established 
by conferences of the past. Held in 
Vancouver from September 13 to 16, 
this 57th meeting offered both tech- 
nical and social events of the highest 
calibre and will be remembered for 
many years by the more than 1100 
chartered accountants and wives who 
attended. 

A Sunday evening reception held 
on the spacious lawns and in the drill 
hall of H.M.C.S. Discovery served as 
the official social opening of the con- 
ference. The careful planning of this 
reception coupled with the panoramic 
view of the harbour and city skyline 
established a feeling of enthusiasm 
that was to prevail for the next few 
days. 

The opening ceremonies on Mon- 
day morning were under the chair- 
manship of Frank E. Walden, presi- 
dent of the Institute of Chartered Ac- 
countants of British Columbia. Walter 
S. Owen, Q.C., past-president of the 
Canadian Bar Association, was the 
featured speaker, followed by John L. 
Helliwell, F.C.A. who gave the presi- 
dential report. 

Mr. Owen dealt for the most part 
with British Columbia’s controversial 
Trade-Unions Act and charged that 
union leaders who indulge in restrict- 
ive trade practices lead the way to 


“economic slavery, undue confusion, 
misuse of funds and featherbedding”. 
Mr. Owen suggested that this offered 
an undeniable challenge to chartered 
accountants and lawyers to step into 
their natural roles as watchdogs and 
guardians of our liberties. 


In his report to the members, Mr. 
Helliwell expressed concern over the 
profession’s lack of activity in the 
field of continuing education. He in- 
dicated that the profession has shown 
much less activity in this field than 
in the pre-graduation area despite the 
fact that most members can expect to 
spend up to ten times as many years 
as full-fledged chartered accountants 
as they spend as students. On the 
other hand he warned his audience 
that “to begin a program of continu- 
ing education which collapses be- 
cause it fails to meet the needs or 
wishes of the members will repre- 
sent not only wasted time and money, 
but will set back, perhaps for years, 
an effective beginning of a program 
which I regard as a vital necessity”. 

Mr. Helliwell referred to another 
area in which he thought that mem- 
bers may not be paying sufficient at- 
tention, namely the economic struc- 
ture of the profession. He said in 
part: 

“Perhaps we can continue to in- 
terest a sufficient number of students 
of the right type without meeting the 
starting salaries offered by large cor- 
porations, on the basis that the de- 
sirable types will take a long enough 
view of their careers to balance off an 
immediate disadvantage against future 
advantages (which of course includes 
various intangibles as well as the ob- 
vious cash consideration). Neverthe- 
less, most potential students today 
are, quite properly, strongly interest- 
ed in income, and people tend to 
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L. Helliwell, C.I.C.A. past president, F. E. 
alden, B.C. Institute president, and L. H. 
imey, president of the American Institute of 
ified Public Accountants. 


attach prestige to an occupation 
which apparently brings in good in- 
come. In other words, remuneration 
for a working life must be adequate, 
even if some postponement is ac- 
ceptable. In this context, there are 
perhaps as good grounds for criticiz- 
ing excessively low charges as for 
condemning exorbitant fees, and 
there is a very real risk that well- 
intentioned chartered accountants 
inay spend more of their time and 
mterest on the economics of their 
clients’ businesses than of their own, 
and simply fail to realize that times 
are changing as fast as they are. 


Among the guests attending the conference we 
Harvey Perry, director of Canadian Tax Founda 
tion, R. J. Dart, Canadian Industries Limit 
Vancouver, and S. J. Pears, F.C.A. vice-presiden' 
Institute of Chartered Accountants in Englan 
and Wales, seen with G. W. Hudson, C.I.C.A 
second vice-president. 


Newly elected C.I.C.A. president J. G. Duncan 
(seated), discusses plans with G. W. Hudson, 
second vice-president (left), and J. A. Wilson, 
first vice-president (right). 


“If we accept levels of remunera- 
tion for partners, seniors and stu- 
dents, which are not equivalent to 
those obtained in other walks of life 
for comparable levels of ability, edu- 
cation, industry and responsibility, we 
cannot hope to recruit students and 
retain members who will maintain or 
increase the standing of our profes- 
sion.” 

Another facet of the profession 
which deserves continued study, Mr. 
Helliwell said, is the extent and meth- 
od of specialization within the pro- 
fession. 
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“Obviously there is a degree of spe- 
cialization now, particularly within 
the large professional firms, but I am 
referring to a kind of specialization 
of a more formal kind, comparable 
with that found in the medical pro- 
fession. Such a development is some- 
thing all of us have considered, but I 
think we are a long way fom achiev- 
ing an agreed policy. If some of the 
more obvious difficulties can be sur- 
mounted, I have ventured at times to 
hope that by specialization we may 
be able to do something to offset a 
disadvantage we now encounter. Our 
daily work does not, in most cases, 
lead to as frequent contacts with our 
professional brothers (outside our 
own firms) as does the daily work of 
doctors and lawyers. A trend toward 
specialization may lead to more con- 
sultations and thereby stimulate the 
professional spirit. It may also be 
noted that an active program of con- 
tinuing education offers another very 
promising means to the same end, i.e., 
securing more interchange of ideas 
between members.” 


In closing, the president said: “If 1 
have seemed to dwell more on prob- 
lems than opportunities, let me say 
now that I am as optimistic as any- 
one about the future of our profes- 
sion, and my years as a member 
of the Executive Committee have 
strengthened my conviction that with- 
in our membership we have many 
able and devoted men who are al- 
ready well aware of our problems. 
My reason for mentioning some of 
them today is simply that I believe 
that the efforts of those who devote 
their time and energy to Institute 
affairs can only be really fruitful if 
each of us is taking an active part 
in shaping policy, by personal con- 
sideration and by the communication 
of ideas which comes from frequent 


THE CANADIAN CHARTERED ACCOUNTANT, NOVEMBER, 1959 


participation in formal and informal 
discussion.” 

Monday morning’s session ended 
with the annual general meeting of 
members, the reports of Council and 
the treasurer, the re-election of the 
auditors and the introduction of the 
incoming president, James G. Dun- 
can, F.C.A. of Edmonton. At that 
time the Governor-General’s gold 
medal and C.I.C.A. silver medal were 
presented to Irving L. Rosen of To- 
ronto and Geoffrey R. Conway of 
Vancouver, respectively. 


The members’ luncheon on open- 
ing day, which was presided over 
by John L. Helliwell, included among 
the head table guests Mr. Louis H. 
Penney, president of the American 
Institute of Certified Public Account- 
ants, Mr. Sidney J. Pears, vice-presi- 
dent of the Institute of Chartered 
Accountants in England and Wales, 
Mr. Harvey Perry, director of the 
Canadian Tax Foundation, Professor 
Earle D. MacPhee, dean of the 
Faculty of Commerce and Business 
Administration, Univeristy of British 
Columbia, Canadian Institute chair- 
men of committees and members of 
the Institute’s permanent staff. 


In the early part of Monday after- 
noon, “Recruitment Problems — Real 
or Imaginary?” was the subject of a 
paper delivered by W. J. Ayers of 
Toronto. This was followed by the 
premiere of the new Canadian Insti- 
tute recruitment film “The C.A. in 
Canada” which brought a warm re- 
sponse from the viewers. 


The day’s final session, under the 
chairmanship of Frank T. Denis of 
Montreal, dealt with postgraduate 
education for chartered accountants 
in Canada and included a review of 
recent developments in the U.S. by 
Louis H. Penney, president of the 
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American Institute of Certified Pub- 
lic Accountants. A paper on what 
other Canadian professions are doing 
in the same field of post-graduate 
education was given by E. Michael 
Howarth, executive secretary of the 
Canadian Institute, and Lawrence G. 
Macpherson, F.C.A. Director of the 
School of Commerce and Administra- 
tion at Queen’s University, presented 
a paper on the challenge to the pro- 
fession in this field. 





Premier W. A. C. Bennett chats with Dr. 
N. A. M. MacKenzie. 


Tuesday morning’s sessions were 
again held at the Hotel Vancouver 
and, through what has proved to be a 
popular aspect of the program, pro- 
vided the opportunity for members 
to pursue a fairly concentrated study 
course over the second and third days 
of the meeting. Taxation, auditing 
and accounting research and manage- 
ment accounting were the areas 
covered by these short-term courses. 
Featured “management” speakers in- 
cluded James W. Kerr, president of 
Trans-Canada Pipe Lines Ltd., A. G. 
Rankin C.A., vice-president (finance) 
and secretary of British Columbia 
Forest Products Limited, G. H. 
Cowperthwaite, C.A., of Peat, Mar- 
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wick, Mitchell and Co., and R. B. 
Taylor F.C.A., vice-president and 
treasurer of the Steel Company of 
Canada, Ltd. The texts of these ad- 
dresses will be published in the Jan- 
uary issue of this journal. 

“Financial Estate Planning” and 
“A Review of the 1959 Amendments” 
were the taxation subjects; “Inven- 
tory Valuation — The Meaning of 
‘Market’ ”, “Bulletin No. 10” and “Sale- 
Leaseback Financing” were the topics 
of the papers in the research sessions. 


At luncheon on Tuesday, members 
and their ladies were the guests of 
the Province of British Columbia and 
heard Premier W. A. C. Bennett 
strongly recommend that chartered ac- 
countants play a larger role in the 
finance policies of provincial and 
federal governments. 

On Wednesday morning at the 
University of British Columbia, mem- 
bers resumed their “short-term” 
studies of the three topics introduced 
on the previous day. “Corporate 
Mergers and Amalgamations”, “Some 
Aspects of Taxation” and “Income 
Tax Status of Non-Residents and 
Part-Time Residents” were the sub- 
jects of the taxation panel discussions 
while “Independence of the Auditor” 
was the research topic for several dis- 
cussion groups. In addition, there 
were eight discussion groups dealing 
with various aspects of accounting for 
management. 

Following Wednesday's luncheon 
in Brock Memorial Hall on the 
campus, Dr. N. A. M. MacKenzie, 
C.M.G., president of the University, 
delivered a thought-provoking and 
challenging address titled “The 
Changing Canada”. This marked the 
official end of the conference tech- 
nical sessions. 

Speaking of the growing U.S. in- 


a 


NEWS OF OUR MEMBERS 


fluence in Canadian affairs, Dr. Mac- 
Kenzie said we should and could be 
a more independent nation but the 
price that we would have to pay 
would possibly be a lower standard 
of living than that enjoyed by Amer- 
icans. “Independence may mean a 
lesser dependence, if possible, on the 
U.S.”, he said “and a greater initiative 
and effort on our part”. 


On Wednesday evening, members 
and their ladies gathered at the Hotel 
Vancouver for a cabaret style dinner 
dance and floor show which brought 
the conference to an enjoyable con- 
clusion. 


While the technical sessions were 
in progress, the ladies were taken on 
a bus trip to Harrison Hot Springs 
Hotel for lunch and a fashion show. 
Another special event was a coffee 
party held at beautiful Canyon 
Gardens. 


The program included also an eve- 







Alberta 

Winspear, Hamilton, Anderson & Co., 
Chartered Accountants, Edmonton, Vancou- 
ver, Calgary, Dawson Creek & Fort St. John, 
and E. Thompson & Co., Chartered Ac- 
countants, Prince Albert, announce the 
amalgamation of their practices. Mr. E. C. 
Gerry, F.C.A., of Prince Albert is retiring 
to assume a position in Ottawa. 


467 


ning of relaxation on Monday, Sep- 
tember 14 which enabled many of 
the members and their ladies to 
watch a football game and see Van- 
couver score a victory over Calgary 
in Empire Stadium. No sessions were 
scheduled for Tuesday afternoon, 
September 15. Many members played 
golf while others took the opportunity 
to ride the ski-lifts to the top of 
Grouse Mountain. In the evening a 
5-hour moonlight cruise up Howe 
Sound on the C.P.R. steamer SS. Prin- 
cess Patricia, with dining and dancing 
aboard, proved to be another of the 
many highlights of the social pro- 
gram. 

Next year the conference will take 
place at Banff and, as one particu- 
larly sharp member was heard to re- 
mark, “There’s nothing like good old 
mountain scenery to keep these con- 
ferences at the ‘peak’ performances 
they have been for the past few 
years.” 
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oh es ERS 


D. K. McElroy, C.A. and J. M. Rae, C.A. 
announce the formation of a partnership for 
the practice of their profession under the 
firm name of McElroy & Rae, Chartered 
Accountants, at 309 Noble Bldg., 8540 - 109 
St., Edmonton. 

McDonald, Currie & Co., Chartered Ac- 
countants, Cooper Brothers & Co., Chartered 
Accountants, Coopers & Lybrand, Chartered 
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Accountants, announce the removal of their 
offices to 528 - 8 Ave. S.W., Calgary. 

Mackenzie, Sheridan & Co., Chartered 
Accountants, announce the admission to 
partnership of A. C. Matthew, B.Com., C.A. 
The practice of the profession will be con- 
tinued under the firm name of Mackenzie, 
Sheridan & Co., with offices at 4928 - 51 St., 
Red Deer. 


British Columbia 

P. F. Lee, C.A. announces the removal of 
his office to Ste. 8, Canadian Bank of Com- 
merce Bldg., 501 Main St., Vancouver 4. 

J. F. Corkish, C.A. announces the open- 
ing of an office for the practice of his pro- 
fession at Box 91, Clinton. 

Peat, Marwick, Mitchell & Co., Chartered 
Accountants, Vancouver, announce the ad- 
mission to partnership of T. J. Williams, 
C.A. 

W. C. Shuker, C.A. announces that he 
has become associated with S. E. Richard, 
P. W. Crawford and W. K. Waldron and 
that his practice will be carried on at 850 
West Hastings St., Vancouver 1, under the 
firm name of Rickard, Crawford & Co., 
Chartered Accountants. 

R. G. Bell, C.A. announces the admission 
to partnership of A. C. Manning, C.A. The 
practice of the partnership will be carried 
on under the firm name of R. G. Bell & Co. 
with offices at 423 W. Broadway, Vancou- 
ver 10. 

P. F. Lee, C.A. announces the removal 
of his office to Ste. 8, Caniadian Bank of 
Commerce Bldg., 501 Main St., Vancou- 
ver 4, 


Manitoba 

Daniel Sprague, C.A. has been appointed 
director of the Manitoba Hydro Electric 
Board. 

O. E. Hawkins, C.A. and D. M. McCon- 
nell, C.A., announce the formation of a 
partnership for the practice of their pro- 
fession under the firm name of Hawkins & 
McConnell, Chartered Accountants, with 
offices at 575 St. Mary’s Rd., Winnipeg 8. 


Newfoundland 

G. C. Baird, B.Com., C.A. announces the 
opening of an office for the practice of his 
profession in the Baird Bldgs., Baird’s Cove, 
St. John’s. 
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New Brunswick 
J. K. Logan, C.A., announces the removal 
of his offices to 11 Coburg St., Saint John. 


Ontario 

Ward & Watson, Chartered Accountants, 
announce the admission to partnership of 
J. R. Rathwell, C.A. The practice of their 
profession will be carried on under the firm 
name of Ward, Watson & Rathwell,, 
Chartered Accountants, 6 William St. N., 
Lindsay. 

Sime, Ayers & Co., Chartered Account- 
ants, announce the removal of their offices 
to Ste. 1614, 8 King St. E., Toronto 1. 

K. D. MacLennan, C.A. has been ap- 
pointed vice-chairman of the committee 
on professional education of the Michigan 
Association of Certified Public Accountants, 
and was general chairman of the technical 
program at the recent annual meeting of 
the Michigan Association. 

W. D. Allport, C.A., has been appointed 
comptroller of Simpsons Ltd., Toronto. 

A. J. Frost, F.C.A., has been appointed 
director and general manager of Mutual 
Funds Management Corp. Ltd. 

Davis, Bishop & Co., Chartered Account- 
ants, announce the removal of their offices 
to 237 Queen St., Ottawa 4. 


Harper, Tory & Co., Chartered Account- 
ants, announce the admission to partnership 
of Miss M. R. Mclachlan, C.A. and 
W. F. Barton, C.A. The practice of the 
profession will be continued under the firm 
name of Harper, Tory & Co. with offices at 
St. Catharines. 

W. C. Partridge, C.A. and G. H. Ward, 
C.A., announce the merger of their prac- 
tices under the firm name of Ward, Part- 
ridge & Co., Chartered Accountants, with 
offices at 8 Bruce St. N. (Box 431), St. 
Catharines, and at 6 Hayden St., Toronto 5. 

Williamson, Shiach, Sales, Gibson & Mid- 
dleton, Chartered Accountants, announce 
the location of their new offices at 111 
Richmond St. W., Toronto 1. 

Milne, Honeywell & Burpee, Chartered 
Accountants, announce the admission to 
partnership of L. J. Butler, C.A. The prac- 
tice of the profession will continue under 
the firm name of Milne, Honeywell & 
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... they're natural partners! 


Integrated Data Processing — IDP — is the modern 







aos automation method of mechanizing paperwork. By a 
ee single typing, paperwork can be integrated between 
a ee locations through teletype. Thus, with IDP and BELL 
Ge eae TELETYPE you can distribute data (orders, reports, 
acer etc.) across the city or across the country through 
8 8 80° one simple operation. 
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go" 800 Moreover, this time-saving method is based on 







oo today’s modern “mechanical languages’’, so the tape 
Oos, shown here can actuate many business machines, 

990° increasing still further the usefulness of IDP. 
° of! With maintenance service as close as your local 
0 telephone office, BELL TELETYPE is your dependable 





communications component of IDP systems. 


Consult Bell on how data processing can be integrated 
between offices, factories and warehouses. 
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For the booklet “BELL TELETYPE’S Place In Your IDP Program”, 
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0°: §| MONTREAL 1060 University St. 
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9° 8] TORONTO 393 University Ave. 
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Continued from page 468 
Burpee with offices at Room 319, 56 Sparks 
St., Ottawa 4, and 192 Raglan St., Renfrew. 


OBITUARIES 


We regret to announce the death of the 
following members: 
WILLIAM GRIFFITHS — founder of the 
firm of Griffiths & Griffiths, at his home in 
West Vancouver on September 19, 1959. 
Born in Cumberland, England, in 1882, Mr. 
Griffiths took up residence in Burnaby. He 
became a member of the B.C. Institute 
in February, 1919. He practised in New 
Westminster until 1939, then moved his 
main office to Vancouver when his son 
Frank was admitted to partnership. 


COLIN McD. MEWS — on July 1, 1959 
in New York City. Mr. Mews was ad- 
mitted to the Quebec Instiute in 1923, 
having served with P.S. Ross & Sons in 
Montreal. He subsequently moved to the 
United States and was connected with 
several firms of certified public accountants 
in New York. He had been associated with 
Patterson, Teele & Dennis, Certified Public 
Accountants, since 1945. 


R. E. LEFAIVRE — décédé le 10 avril 
1959, 4 Québec, a l’Age de 73 ans. Monsieur 
Lefaivre a été admis membre de la Corpora- 
tion des Comptables Publics de la Province 
de Québec en 1927 et membre de l'Institut 
de Québec en 1946. Il a pratiqué sa pro- 
fession en société avec son pére et devint 
par la suite associé de la firme Lefaivre, 
Marmette & Lefaivre. 


HERBERT JOHN PAISLEY — a practising 
member of 39 years in the B.C. Institute, 


$30.000 


ANNUAL 
$119.90 
158.20 


REUBEN SCHAFER 


269 Falstaff Ave., Toronto, CH. 4-3123 
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Mr. Paisley died in Vancouver on August 
20, 1959. Born in Manitoulin, Ontario in 
1888, he went to Vancouver in 1913 and 
for a time was employed in the office of 
Oscar Murray Hudson, pioneer member of 
the Ontario Institute. In 1920 he was one 
of the first articled clerks to qualify for 
membership by examination in the B.C. 
Institute. The firm of Paisley, Wallace & 
Co. (formerly H. J. Paisley & Co.) merged 
with Deloitte, Plender, Haskins & Sells in 
1955, at which time Mr. Paisley went into 
semi-retirement. 


BRIAN MARTIN ABBOTT — in Calgary 
on August 25, 1959, at the age of 42. Mr. 
Abbott enlisted in the R.C.A.F. in 1942. 
He was admitted to the Saskatchewan In- 
stitute in 1952 and to the Alberta Institute 
in 1957. From 1949 to 1956 he was senior 
accountant with Sohio Petroleum Co., and 
in 1956 joined Rio Palmer Oils Ltd. as 
secretary-treasurer. 


J. M. C. ROWLAND — in Montreal, on 
August 17, 1959, at the age of 41. Born in 
England, he came to Canada in 1951 and 
joined the firm of Riddell, Stead, Graham & 
Hutchison. He was a member of the 
Institute of Chartered Accountants in 
England and Wales and of the Quebec and 
Ontario Institutes. 


MORRIS O. STONE — on September 12, 
1959 after an illness of six years. Mr. Stone 
was admitted to the Ontario Institute in 
1953, having been a student with the Tor- 
onto firm of Newman & Newman. He was 
an active member of B'nai Brith and 
Knights of Pythias Lodges. 


LIFE INSURANCE 


(20-year reducing 
convertible term 
insurance) 


PREMIUMS 
$222.45 


Insurance Service 
Representing Occidental Life 











INSTITUTE NOTES 





ONTARIO INSTITUTE 


Annual Dance: The beautiful Canadian 
Room at the Royal York Hotel will be the 
setting for the annual dance of the Insti- 
tute on Thursday evening, November 19. 
The Council have decided to make the 
dance a formal affair in keeping with the 
dignity of the profession and hope that 
many will plan to attend, now that the ac- 
commodation is adequate for greatly in- 
creased numbers. 


Members by Affiliation: The following ap- 
plicants have been admitted to membership 
by affiliation: F. W. W. Carvel (Eng. 58), 
A. Lovelace (Man. 53), A. G. MacCallum 
(Scot. ’57), S. A. Martin (Man. ’55), R. 
W. Pollock (Eng. 53), R. W. E. Arnold 
(Ire. 57), B. D. Boyd (Man. ’58), G. I. 
Cameron (Scot. ’51), R. A. Curry (Que. 
57), J. T. Dowling (Scot. 25), D. M. M. 
Hackett (Eng. 52), E. A. Hamilton (Que. 
50), S. W. White (Man. ’41), R. J. Weiers 
(Alta. ’56), A. A. Badnage (Que. ’54), D. 
Bennett (Eng. ’56), K. Dunn (Eng. ’49), E. 
A. C. Freeman-Attwood (Eng. 55), D. 
Gardner (Man.’54), G. R. Huxtable (Que. 
27), E. L. Jones (Que. ’44), W. Lachman 
(Alta. 54), J. E. Maheu (Que. 32) and 
P. D. Wilson (Que. ’81). 


C.A. CLUB OF VANCOUVER 

Herb Capozzi, manager of the B.C. Lions 
Football Club, delivered an amusing ad- 
dress on the foibles of football at the 
second 1959-60 luncheon meeting of the 
Club, held at the Hotel Georgia on Mon- 
day, October 5, 1959. 

Succeeding 1959-60 luncheon meetings 
of the Club will be held on Thurs., Nov. 5, 
Tues., Dec. 1, Tues., Jan. 12, Tues., Feb. 
2, Tues., Mar. 1, Tues., Apr. 5, Tues., May 
3, Tues., June 7. 

The Vancouver Lawn Tennis Club will 
again be the location for the C.A. Club’s 
annual Christmas cocktail party. 


WINDSOR C.A. ASSOCIATION 
At the September meeting of the Wind- 
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sor C.A. Association, R. L. White, C.P.A. 
of Detroit, and W. R. Ludwig, executive 
secretary of the Michigan Association of 
Certified Public Accountants, presented a 
technical program on “Case Studies of In- 
ternal Control”. 


WATERLOO-WELLINGTON 
C.A. ASSOCIATION 

The Waterloo-Wellington C.A. Associa- 
tion began its 1959-60 season with a meet- 
ing at the Waterloo Golf and Country 
Club in Galt on September 22. The new 
program of student training for the uniform 
examinations, outlined by A. H. Headlam, 
C.A., was endorsed. The meeting was at- 
tended by 40 members representing Pres- 
ton, Kitchener, Waterloo, Guelph, Owen 
Sound, Stratford and Galt. 


OKANAGAN-MAINLINE C.A. CLUB 

The inaugural meeting of the newly 
formed Okanagan-Mainline C.A. Club was 
held in the Sicamous Room of the Royal 
Anne Hotel, on October 10 with 21 mem- 
bers from the area attending. R. J. Ruther- 
ford, E. A. Campbell, John Bootle and 
Frank Williams were appointed a pro tem 
directorate to frame a constitution for pre- 
sentation to a meeting of the club on Sat- 
urday, November 14. 


HAMILTON STUDENTS 

The Hamilton C.A. Students Association 
reports that the fall dance will be held on 
Friday, November 6 at Robert’s Restaurant 
in Hamilton starting at 9:00 p.m. 

At a recent meeting of the Council of 
the association, A. Skinner was elected 
president; P. D. Crouch, secretary; and H. 
R. Royce, treasurer. 


SAULT STE. MARIE STUDENTS 


At a meeting on September 30, the Sault 
Ste. Marie C.A. Students Association were 
addressed by George Priddle, barrister, on 
problems in their forthcoming Law exam- 
inations. 











CLASSIFIED ADVERTISEMENTS 


All replies to box numbers should be sent to The Canadian Chartered 
Accountant, 69 Bloor Street East, Toronto 5, Ontario. 


Rates: Positions wanted, $7.00 per column inch; Positions offered, 
$10.00 per column inch; Open rate, $17.00 per column inch. 


Closing date is 13th of preceding month. 





PRACTICE WANTED by Chartered Ac- 
countant, preferably in the Hamilton area. 
Box 942. 





PRACTICE WANTED: In greater Toronto 
or within 50 miles — will purchase or form 
partnership. Box 950. 





ACCOUNTANT for systems and special 
studies: Pfizer Corporation requires for its 
Montreal head office an accountant to re- 
view and revise office procedures and to 
make special studies. The ideal candidate 
is a qualified accountant, under 30, with 
some experience in systems work, including 
punched cards, and a strong interest in 
paperwork simplification and accounting 
machines. He will work under the direction 
of the comptroller. The salary is designed 
to attract the right man. There are excellent 
fringe benefits. The man selected will be 
encouraged to grow and develop within a 
dynamic company. Only written applica- 
tions with full details will be considered. 
Please write to the Comptroller, Pfizer 
Canada, 5330 Royalmount Avenue, Mon- 
treal 9, marking your envelope “Systems”. 
Your confidence will be respected and your 
application acknowledged. 


INTERMEDIATE AND SENIOR student 
required by progressive firm of chartered 
accountants in London, Ontario. Student 
training facilities available with emphasis 
on taxation problems and statement prepar- 
ation. Our staff notified of this advertise- 
ment. Box 949. 


MANUFACTURING GROUP has opening 
in its Montreal headquarters for energetic 
young chartered accountants. Will consider 
applications from students who have com- 
pleted their period of service. Excellent 
advancement opportunities. Give full par- 
ticulars accompanied by recent photograph 
in first instance. Box 943. 


LARGE U.S. MANUFACTURER with 
world-wide operations has opening for in- 
ternal auditor to cover factory and branch 
locations outside North America. Excellent 
opportunity for accountant with substantial 
public or industrial auditing experience. 
College or professional accounting degree 
and fluency in French required; work ex- 
perience in Europe desirable but not es- 
sential. Single man preferred, freedom to 
travel essential. Reply to include complete 
resume, salary requirement and_ recent 
photograph. Box 947. 





COMPTROLLER for Jewish philanthropic 
organization in Toronto. Salary range from 
$7,000 to $9,000 per annum. Write giving 
full particulars to Box 944. 





YOUNG C.A. REQUIRED for position of 
resident manager of small practice in Ot- 
tawa. Reply in confidence, stating experi- 
ence, age and other personal details to Box 
953. 





CHARTERED ACCOUNTANT required 
by Toronto practitioner. A good oppor- 
tunity for the future exists for one interest- 
ed in public practice as a career. Give 
details of experience and other pertinent 
information. Box 952. 





CHARTERED ACCOUNTANT, B.Com. 
degree, broad professional, insurance, muni- 
cipal and taxation experience requires a 
position. Box 891. 





YOUNG MAN, 27, accounting credits; third 
year University level; two years auditing 
experience — seeks position with public 
accountants in Ontario or Quebec. Willing 
to take articles. Further details write J. J. 
Rousseau, P.O. Box 66, Kingston 6, 
Jamaica, W.I. 
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CHARTERED ACCOUNTANT, financial 


executive, 42, experienced systems, IBM, 
costs, etc.; solicits enquiries from industrial 
concerns and from within the profession. 
Toronto area. Reply Box 948. 





CHARTERED ACCOUNTANT, age 35, 
B.Com., with seven years experience in in- 
dustry, desires position in the Vancouver 
area in industry with progressive company 
or in practice. Box 945. 


CHARTERED ACCOUNTANT, Scottish 
trained, Canadian citizen, bilingual, 20 
years varied international experience since 
qualifying, seeks association in Montreal 
leading to partnership in succession. Sub- 
stantial capital available. Repiy in confi- 
dence to Box 946. 


C.A. AVAILABLE: 1956 graduate, com- 
merce degree, age 27, desires position with 
industrial or commercial concern. Box 951. 


CHANGE OF ADDRESS 


Members and students who change their address and advise 
The Canadian Institute of Chartered Accountants of such change 
should also notify their own provincial Institute. 


Periodic reconciliations of mailing lists are carried out but to en- 
sure prompt receipt of all provincial Institute mail, it is essential that 
the secretary of the provincial Institute be notified directly. 


Government of Canada Bonds 


and Treasury Bills 


Provincial and Municipal Bonds 
Public Utility 
and 
Industrial Financing 


Orders accepted for execution on all stock exchanges 


Domruon Securrmes Grepn. Limtrep 
Established 1901 


TORONTO MONTREAL VANCOUVER NEW YORK LONDON, ENG. 
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BARRISTERS AND SOLICITORS 





MACLEOD, McDERMID, DIXON, BURNS, McCOLOUGH, 
LOVE & LEITCH 


Barristers and Solicitors 


6th Floor, Hollinsworth Building - - - Calgary, Alta. 


PITBLADO, HOSKIN & COMPANY 


Barristers and Solicitors 


900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. 


STEWART, SMITH & MACKEEN 


Barristers and Solicitors 
Roy Building a a Halifax, N.S. 
ROSS & ROBINSON 
Barristers and Solicitors 
Canadian Bank of Commerce Chambers - Hamilton, Ont. 
GOWLING, MacTAVISH, OSBORNE & HENDERSON 
Barristers and Solicitors 


88 Metcalfe Street - i - Ottawa 4, Ont. 


BORDEN, ELLIOT, KELLEY & PALMER 
Barristers and Solicitors 


The Bank of Canada Building, 250 University Avenue - Toronto 1, Ont. 


McLAUGHLIN, MACAULAY, MAY & SOWARD 


Barristers and Solicitors 


302 Bay Street’ - - - - - Toronto 1, Ont. 
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STAPELLS, SEWELL, STAPELLS, PATTERSON & RODGERS 


Barristers and Solicitors 


112 Yonge Street Toronto 1, Ont. 


WRIGHT & McTAGGART 


Barristers and Solicitors 


67 Yonge Street - . - - - Toronto 1, Ont. 


BEAULIEU, BEAULIEU & CASGRAIN 


Barristers and Solicitors 


Kent Building, 10 St. James Street East - Montreal 1, Que. 


COMMON, HOWARD, CATE, OGILVY, BISHOP, COPE, 
PORTEOUS & HANSARD 


Barristers and Solicitors 
Royal Bank Building - -  -  - + Montreal 1, Que. 


DIXON, SENECAL, TURNBULL, MITCHELL, STAIRS, 
CULVER & KIERANS 


Barristers and Solicitors 


Bank of Canada Building . Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 


Barristers and Solicitors 


464 St. John Street - - - - - Montreal 1, Que. 


STIKEMAN & ELLIOTT 


Barristers and Solicitors 
505 Bank of Canada Building - - Montreal 1, Que. 
MacPHERSON. LESLIE & TYERMAN 
Barristers and Solicitors 


2236 Albert Street - - - Regina, Sask. 











LIFE INSURANCE 


NORMAN COWAN C.L.U. 
Insurance Counsellor & Pension Consultant 
Working harmoniously with C.A., Legal Advisor and Client as one of a four-man team 
EM. 8-8365 
THE IMPERIAL LIFE ASSURANCE CO. OF CANADA 11 Adelaide St. W., Toronto 


ESTATE PLANNING ASSOCIATES 

E. L. ARCHER D. Bramverp CARLYLE 
Licensed to North American Life Assurance Company 

SUITE 510, STERLING TOWER BLDG., TORONTO EM. 4-0241 


APPRAISERS 


W. H. BOSLEY & CO. 
Professional Real Estate Appraisers and Property Managers 
SOMERSET HOUSE, 27 WELLESLEY STREET EAST, TORONTO, ONT. 


W. H. Bostzy, O.B.E., F.R.I., Hon. Mem. R.LC.S., M.A. 
Monray Bosier, B. Comm., F.R.I. Rayrmonp Boatzy, C.P.M., F.R.I. 


CHAFFE, MacKENZIE & RAY, LIMITED 
Real Estate Appraisers 


872 BAY STREET, TORONTO EM. 8-2316 


R. S. CHarre A. D. MacKenzr, P.Enc., M.A.I. L. W. Ray, P.ENe. 
K. Jonnston, A.R.I.C.S. 


SHORTILL & HODGKINS LIMITED 
Professional] Appraisal 
Real Estate 
847 BAY ST., TORONTO, ONT. EM. 38-2023 
J. I. Stewart, M.Como., M.A.I., A.A.C.I. G. I. M. Youne, B.Sc., A.R.1.C.S., M.A.L 











Specializing in 
Professional 
Group 
Accident and 
Sickness 
INSURANCE 


61 Years of successful 
underwriting Claims paid exceed 
one billion dollars. 


—_— 


Continental 
Casualty 
Company 


Ross D. Hens 
Vice-President and 
Canadian General Munager 


HEAD OFFICE FOR CANADA, 160 BLOOR STREET EAST, TORONTO 


Treasurers 
Comptrollers bc 


There are many attractive opportunities for 
Corporations to profitably employ temporarily 
surplus funds. 


We are able to offer a wide range of short- 
term investments to fit any security or 
maturity requirement. Your inquiries 
invited 


& Burns Bros. & Denton Limited 


Members: The Investment Dealers' Association 
of Canada 


44 King St. W. 507 Place d'Armes 
Toronto Montreal 


Hamilton - Winnipeg - Ottawa - Vancouver - New York 





Complete Federal and Provincial 
Tax Reporting 
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CCH loose leaf reports keep you abreast of all tax changes — 
federal’ and provincial. 


6 Series of Reports - 8 Loose Leaf Volumes 


NO INSTALLATION CHARGE 


Canadian Tax Reports—3 volumes 
British Columbia Tax Reports 
Maritimes Tax Reports 
Ontario Tax Reports 
Prairies Tax Reports 
Quebec Tax Reports 


Write, or phone, for further particulars to: 


C CH CANADIAN LIMITED. 
PUBLISHERS OF TOPICAL LAW REPORTS 
1200 Lawrence Ave. W. 1460 Union Ave. 


TORONTO 19, ONT. MONTREAL 2, QUE. 
RU. 3-3335 VI. 9-6954 








